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Middle East Oil: The International Distribution 
of Profits and Income Taxes? 


By EpITH PENROSE 


There has been wide discussion of a number of problems associated 
with the distribution of income between countries chiefly engaged in 
raw material production and countries chiefly engaged in manufactur- 
ing. In virtually all of these discussions the emphasis has been on the 
comparatively unfavourable position of the producers of raw materials, 
especially when the manufacturing firms, who are their customers and 
who also provide many of their industrial requirements, possess 
substantial monopoly power over the prices at which they sell their 
manufactured products. In one of the world’s major industries, 
however, the situation usually presumed to exist is turned upside 
down. In the international petroleum industry it is now alleged that 
it is the raw-material producers who are getting disproportionate 
profits; while the refining and distribution activities in the industrial 
countries are carried on at a loss.2 Nevertheless, the economists and 
political leaders in many of the countries producing crude oil believe 
that large profits are made in refining and distribution, profits which 
should properly be shared with the countries providing the basic raw 
material; and their demands for a full “ partnership ”’ in the industry 
have not abated. 

The demand for “ partnership” arises because the major inter- 
national oil companies are vertically-integrated concerns, themselves 
using most of the crude oil they produce. Many people in the crude 
oil producing countries believe that these countries should receive a 
share, not merely of crude oil profits, but of the entire profits of the 
integrated companies, and some form of equity interest in the com- 
panies seems to them to be the best way of achieving this. But clearly 
the issues raised involve some interesting questions relating to the 
determination of “profit” at different stages of production in 
the operations of vertically-integrated firms, questions which have 


1] want to thank all those who have read and criticized earlier drafts of this 
paper, and in particular Paul H. Frankel and his staff, who very kindly aided me in 
the collection of material. 

2 For example, a recent study finds that in 1958, all profits in the international 
petroleum industry were made in the production of crude oil and that “ transporta- 
tion, refining and marketing were carried on at a sharp loss’; furthermore, ‘“‘ the 
oil companies would probably have had substantial losses ’’ from these operations 
in 1956 and 1957 had it not been for the Suez crisis. William S. Evans, Petroleum 
in the Eastern Hemisphere (First National City Bank of New York), April, 1959, 
pp. 11-14. 


203 A 


204 ECONOMICA [AUGUST 


considerable fiscal importance to a number of governments when the 
different stages of production are carried on in different countries. 
One may suspect that present methods of taxing profits in such 
companies lead to strange and anomalous results. The countries 
producing crude oil are in a unique position; but this fact alone 
points up, by contrast, the unfavourable position of other raw- 
material producing countries in which vertically-integrated firms are 
dominant. 

I shall confine this discussion to the international petroleum firms 
operating in the Middle East, first briefly presenting the relevant facts 
about the industry, secondly examining the reasons why so much 
profit is attributed to crude oil production in the operations of the 
vertically-integrated oil companies, and finally analysing the relation 
between profits on crude oil and profits on refining and distribution 
with respect to the demand of the raw-material producing countries 
for a share in the latter. 


THE INTERNATIONAL PETROLEUM INDUSTRY 


Seven international firms (the “‘ majors”) dominate the inter- 
national petroleum industry.1. They produce over half the world’s 
crude oil, and nearly 85 per cent. of that produced outside the United 
States and Soviet controlled areas; and they refine and sell the bulk 
of the petroleum products consumed outside these areas. They are 
responsible for almost 90 per cent. of the output in the Middle East 
and over 90 per cent. of the output of Venezuela. 

In general, these firms (or “ groups ’’) consist of a top holding 
company with numerous associated and subsidiary operating com- 
panies.” It is not necessary for our purpose to describe the organisa- 
tion of the major groups—suffice it to say that each is a recognisable 
entity, the boundaries of which, however, often overlap those of others ; 
that the important activities of each are closely co-ordinated in one 
way or another; and that each is integrated vertically, controlling 
(or buying from one of the others on long-term arrangements) most 
of its own requirements of crude, owning or controlling through 
long-term charters most of its own transport facilities, owning its 
own refineries, and controlling its distribution outlets all over the world. 
The separate “ groups” are often closely associated through joint 
ownership of subsidiaries and through long-term supply or marketing 
agreements; but they are also in competition with each other, the 


1 They are, ranked by crude-oil output in 1958: Standard Oil of New Jersey, 
Royal Dutch/Shell, Gulf Oil, British Petroleum, Texas Company, Standard Oil 
of California, and Socony Mobil. 

2 Royal Dutch/Shell is a special case. This group is not a legal entity but consists 
of two separate corporations, one Dutch and one British, between which is a 
permanent contractual arrangement giving a 60 per cent. share of the group to 
Royal Dutch and 40 per cent. to Shell. The two organisations nevertheless form a 
co-ordinated firm in the sense used here. 
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competition largely taking the form of attempts to maintain or in- 
crease their shares in the markets for final products, or to obtain a 
position in new markets, through strategic acquisition of raw material 
supplies and refinery and distribution facilities, through improvements 
in products and service, and through advertising. Price competition 
is avoided as far as possible and market-sharing arrangements have 
not been unknown. Although these large, financially powerful, 
integrated firms produce the overwhelming proportion of the crude 
oil in the Middle East, the sale of crude oil is not, and has not been, 
their main marketing business, and obtaining revenue from crude oil 
sales is not their main concern. In spite of this we now find most of 
their profit attributed to the production of crude oil.1 


PROFIT IN AN INTEGRATED FIRM 


In an integrated firm, the total cost of any given amount of the 
finished product is the sum of the costs incurred at every stage of 
production, and profit for the firm as a whole arises when total sales 
receipts exceed this cost. If, at each stage of operation, the product 
is transferred to the next stage at its estimated cost at that point, no 
“‘ profit’ appears until the final sale. Profit can only appear if the 
product is transferred at an accounting price greater than the cost 
of producing it; conversely, a loss appears if the transfer is recorded 
at a lower price. If the integrated business is, as a whole, a profitable 


1] have been unable to secure statistics showing what proportion of the crude 
oil produced by the majors in the Middle East is sold to independents, but a brief 
look at the relation between the total crude production and the refinery input of 
each of the majors indicates the degree of integration. Standard Oil of New Jersey, 
Royal Dutch/Shell, Texas Company, and Socony Mobil are all net purchasers of 
crude—but they refine only slightly more than they produce. Royal Dutch/Shell 
has a long-term supply contract with Gulf Oil which nearly makes up the difference 
between its crude production and refinery runs, and in 1958, Socony Mobil took 
67,600 barrels per day from British Petroleum under a long-term supply contract. 
Standard Oil of California produced about 9 per cent. more crude than its refinery 
input, and British Petroleum about 39 per cent. more. In addition to the contract 
with Socony, BP has recently made special supply arrangements with Sinclair (a 
United States independent) to supply its needs of Middle East oil for the United 
States market. Gulf Oil refined 55 per cent. of its crude output, an additional 
(unreported) amount was processed by outsiders for Gulf’s account, and over half 
of the rest was taken by Royal Dutch/Shell. 

Of the majors, therefore, only Gulf and BP made substantial net outside sales 
of crude and both are endeavouring to extend their refining and marketing facilities. 
Because of the uncertainties surrounding oil discoveries, the output of petroleum 
available to a given company has not always been well adjusted to its refining 
and distribution capacity. Hence, in addition to the long-term supply contracts, 
there has been a considerable amount of re-shuffling between the companies of 
ownership both of crude-oil reserves and of refining and distribution capacity. 
Needless to say the effective price of oil under the supply contracts is not the posted 


rice. 
All the figures above are based on the 1958 Annual Reports of the companies. 
While it is true that figures of net sales of crude, based as they are on the world- 
wide integrated operations of each of the groups, give little information about 
their outside sales of Middle East crude oil, it is nevertheless obvious that sales 
of crude oil are only incidental to the main business of most of the companies. 
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use of funds, and if each stage of production is necessary to the 
whole, there are few circumstances in which a firm would be justified 
in claiming a profit or a loss on one of the stages in its vertically- 
integrated operations. A loss is incurred on a particular stage when 
the firm can buy its product at a market price lower than its own cost 
of production after making full allowance for any increased uncertainty 
of supply. On the other hand, when it can sell the product outside at 
a price higher than its own cost of production (or buy it only at this 
higher price) it can, for accounting purposes, impute a profit to the 
relevant stage of operations. Obviously, it makes a profit on any of 
the product actually sold in the market which it could not itself use 
in its integrated operations at a higher net return. 

It is not, however, permissible from an economic point of view for 
a firm to attribute its profit to one particular stage of its integrated 
operations and then for this reason to consider all the subsequent 
stages “‘ unprofitable”. (Whether the subsequent stages are un- 
profitable in relation to an earlier stage depends on whether the total 
return on the firm’s investment would be increased if more of its 
investment were transferred to the earlier stage.) It is possible that 
for some reason a firm may attribute so much profit to one stage of 
its operations that final sales cannot be made at a price which will 
cover costs including this profit. Clearly a loss must then be shown 
somewhere, for the combined profit of all parts of the firm must be 
shown as less than the profit imputed to the “ profitable”’ stage of 
production. But just where this loss is shown is a matter of choice 
for the firm and has no significance at all for the actual (pre-tax) 
profitability of operations in any particular stage of production. 

Provided that a firm operates entirely within one country and 
under the jurisdiction of only one income tax authority, and provided 
that the tax laws do not themselves discriminate between different 
stages of the industry, it makes very little difference either to the 
firm’s shareholders or to the government where it chooses to display 
the profits made on its total operations. But when the firm is an 
international one, it does make a difference not only to the firm but 
also to the countries in which it operates. The countries of the Middle 
East producing crude oil, the countries affording transit facilities for 
pipelines, the countries in which refining and distribution are carried 
on, and the country in which the parent corporation or its subsidiaries 
are chartered, are all interested in the profits of an international oil 
firm. 


PROFITS ATTRIBUTED TO THE PRODUCTION OF CRUDE OIL 


Most of the oil in each of the Middle East countries is produced by 
a single national operating company or group of companies wholly 
or substantially owned by two or more of the seven major international 
firms. These subsidiaries—the national oil companies of the Middle 
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East such as the Iraq Petroleum Company, the Kuwait Oil Company 
and The American Arabian Oil Company (Aramco)—sell the oil they 
produce, except for the “royalty oil”, to their shareholders, the 
majors. The oil is valued at a “‘ posted price” which is changed 
very infrequently and then by fairly large amounts; this price is 
considerably above the cost of production although nearly all of the 
oil goes to refineries owned by the same groups which own the produc- 
ing companies and set the price. Thus for each of the international 
companies a profit emerges on the crude oil produced on its behalf and 
then used in its subsequent operations.? This profit is divided equally 
between the companies and the producing country, royalty payments 
being included as part of the country’s share. Thus, in the Middle East, 
whether the integrated companies use the oil themselves or sell it 
outside on long-term supply arrangements or “‘ spot ” to independents, 
all transfers are presumed to have taken place at the relevant posted 
prices irrespective of whether they have or not, and profits are attributed 
to all crude oil produced.® 

As the calculated profit on crude oil depends on the level of the 
posted price, and as the bulk of the oil is used by the integrated com- 
panies and is not sold to third parties, it is evident that the part of 
the “profit” paid to the government of a producing country and 
relating to the oil used by the company itself, is really a charge on the 
total integrated operations of the company. This becomes especially 
obvious when we realise that “ profits’ can be attributed to crude 
oil production while at the same time the subsequent operations of 
the company can be carried on at a loss. The question then arises 


1 The National Iranian Oil Company is an exception to the arrangements dis- 
cussed here although effectively there is little difference in the outcome. The 
company is owned by the Iranian Government but operations are carried out on 
its behalf by a consortium in which the seven majors have 89 per cent. interest 
(British Petroleum 40 per cent., Royal Dutch/Shell 14 per cent., and the others 
7 per cent. each). The members of the consortium receive oil in proportion to their 
share. The NIOC also enters into jartnership with foreign companies in the 
exploitation of new concessions. 

* The method of showing this profit differs according to whether the national 
company was chartered in Britain or in America. The Iraq Petroleum Company, 
for example, is British and for tax reasons its accounting has been so arranged that 
the company itself makes no profit. Aramco, an Américan Company, has large 
profits attributed to it, also for tax reasons as we shall see. The fiction that Aramco 
Operates as an “‘ independent ’’ company making profits of its own is thoroughly 
irrelevant and should deceive no one. The price at which Aramco sells its\oil is 
set by its board of directors, nearly all of whom represent the four major companies 
who own the company and who “ purchase” its oil at the price the board sets. 
The question still remains: why does it pay the majors, acting in their capacity 
as Aramco’s board of directors, to set the price to themselves significantly higher 
than the cost of production ? 

3 The above exposition is a simplified, schematic representation of the principles 
involved in calculating profits. There are many more or less minor qualifications ; 
** 50/50” is a principle which may or may not work out in practice, depending on 
the particular calculations involved. In some of the concession agreements certain 
discounts from the posted prices have been allowed the companies in the calculation 
of profits. Furthermore, I have ignored the many arbitrary elements in calculating 
costs. And again Iran provides an exception with respect to the methods by which 
profits are calculated; but in effect a 50/50 profit-sharing arrangement exists, 
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why the oil companies choose to show so much of their profit at the 
level of crude production. 

For a number of reasons relating to the structure and control of 
the industry, total profits before taxes attributed to the foreign opera- 
tions of the integrated companies have been very high.? It is under- 
standable that the countries producing crude oil would want a share 
of these profits and that they would not be satisfied with merely a 
share of the profit made on the relatively small amount of oil sold to 
third parties. Unless the major companies wanted explicitly to give 
the producing countries a share in the total profits on their integrated 
operations, some means would have to be devised of attributing a 
profit to crude production alone. The posted price of oil provided 
the means. Moreover it is easy to understand that the companies 
would attempt to sell crude oil to outsiders, including governments, 
at the highest price that would move the oil they wanted to put on 
the market. High prices for crude give them high profits on outside 
sales of crude, and also increase the costs of independent competitors 
in refining and distribution while having no effect on the costs to the 
integrated companies of using their own oil. Furthermore, the price 
of crude from the Middle East had to bear some sort of relation to 
the price of crude from the much higher-cost areas of the Western 
Hemisphere, and the interest of the majors in their Western Hemisphere 
production must have had some relevance to the price of Middle 
Eastern oil.? 

These considerations are all part of the explanation of the level of 
posted prices. And once the principle of a posted price was accepted, 
difficulties would surely have arisen with the producing countries if 


1 For example, in 1955 stockholders’ equity in Aramco was $491-5 millions 
and net earnings before Saudi Arabian income taxes were $465 millions, or 95 per 
cent. of net worth! In 1956, preliminary figures presented to a United States 
Senate committee showed stockholders’ equity as $471-4 millions and net earnings 
before Saudi taxes as $480-3 millions. See Emergency Oil Lift Program and Related 
Oil problems, Joint Hearings before Sub-committees of the Committee on the 
Judiciary and Committee on Interior and Insular Affairs, U.S. Senate, 85th Cong., 
Ist Sess., pp. 1,237, 1,240 and 2,839. Nothing I say in this paper, however, should 
be construed as either approval or condemnation of the level of profit in the industry. 
Such an appraisal is not simple, and to make it is not one of the purposes of this 
discussion. 

2 There is much controversy on how posted prices in the Middle East have in 
fact been determined and on why they have been as high as they have. The Federal 
Trade Commission of the United States has described complicated pricing formule 
of the basing-point variety which, together with the changing supply position of 
the majors in relation to demand, can explain for the most part the posted prices 
of Middle East oil. (See The International Petroleum Cartel. Staff Report to the 
Federal Trade Commission. Committee Print No. 6, 82nd Cong. 2nd Sess., pp. 
352 ff.) These prices can also be explained in terms of a kind of non-price oligopo- 
listic competition among the companies which together dominate oil production 
both in the Middle East and the Western Hemisphere. We have not space here 
to go into this complicated question; in fact, it makes little difference (except 
perhaps to the United States Courts) which explanation is accepted, for neither 
rests on the argument that the posted price of oil is the result of price competition 
among the majors, and in neither is it assumed that it would have been profitable 
for the majors to put all their efforts into crude production. 
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crude used by the companies themselves had been valued at a lower 
price than that sold in the market. But there is another fact of decisive 
importance. The United States companies, which first adopted the 
device of posted prices and which first accepted the 50/50 profit- 
sharing arrangements, stood to gain under the United States tax laws 
by attributing large profits to crude oil production, in spite of the 
fact that they handed half of this profit over to the producing countries. 
Under United States law United States companies can deduct from 
their taxable income a depletion allowance equal to 274 per cent. of 
the gross income arising in crude oil production. The higher the 
posted price, the higher is the gross income attributed to crude and 
the higher the depletion allowance. Furthermore, under United States 
law the profits paid to the producing countries in the form of an income 
tax are considered a foreign tax and are treated as a credit against any 
U.S. tax liability that remains. Thus the combination of “ 50/50”, the 
depletion allowance, and a high posted price for crude oil virtually 
eliminates the tax liability of the American companies to the United 
States! and puts their shareholders (the majors) in a much better 
position with respect to taxes than they would have been had their 
profits been shown at some subsequent stage of production and hence 
been subject to the United States corporate income tax of 52 per cent. 

To summarise: the recorded profitability of crude oil production 
has been the result of the “‘ posted price’’ policy adopted by the 
international majors which has been advantageous both to the oil 
companies and to the countries producing crude oil. It provided a 
convenient way, without cost to the companies, of sharing the profits 
of the industry with the countries producing the raw material. A 
higher posted price merely meant that more was paid in taxes to the 
governments of the producing countries and less to the parent govern- 
ment ;? and political relations with the producing countries were not 
strained by attempts to lower prices but instead were sweetened by 
the large profits paid over. It permitted higher profits to the majors 
on oil sold to outside users. It kept the raw material costs of competing 
refiners high; the lower the profitability of refining, the easier to 
prevent an influx of newcomers into the refining industry to compete 
with the majors. At the same time it reduced the impact of the in- 
creasing supplies of low-cost Middle East oil on the markets for the 
higher-cost production in the Western Hemisphere. 

Thus the device of using the posted price to calculate profits on 
crude oil production is very largely an arbitrary, though convenient, 
bit of economic make-believe which has provided a means of solving 


1 The effect of foreign tax payments on the domestic tax liability of an American 
company is well illustrated in the evidence presented by Aramco to the U.S. Senate 
Sub-committee and published in Emergency Oil Lift Program and Related Oil 
Problems, op. cit., Part II, esp. tables pp. 1,442 and 1,471. 

2 British Petroleum also now receives credit against its domestic tax liability for 
foreign income taxes paid. 
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some of the political and economic problems of the international 
oil companies; the profits so calculated have little economic meaning. 
This does not in itself condemn the system, but it has considerable 
relevance for our next problem: the desire of the producing countries 
to obtain a ‘“partner’s share” in refining and distribution 
“ profits ”’. 


SHARE OF PRODUCING COUNTRIES IN REFINING PROFIT 


If our analysis is correct, and apart from side effects on the com- 
petitive position of independent refiners, the level of posted prices 
has no effect on the profitability (before taxes) of the over-all integrated 
operations of the majors. For a given amount of profit to the firm 
as a whole, the higher the posted price, the lower the profits on refining 
and distribution. If no sensible economic meaning can be attached 
to profits attributed to the crude oil produced and used in an inte- 
grated firm, then any method of calculating such profits to be shared 
with the producing countries is merely a method of giving the countries 
a share in the fotal profits of the integrated enterprise. The oil com- 
panies insist that a 50/50 sharing of crude oil profits is “‘ fair ’’ (presum- 
ably because equality implies “‘ fairness’) in spite of the fact that 
the profits attributed to crude bear an arbitrary relation to total 
profits. A low posted price may mean that the producing countries 
receive only a small proportion of the total profits of the companies; a 
high posted price may mean that the profits received by the producing 
countries may equal or exceed one half of the total profit on all opera- 
tions of the companies. In this case profits from all stages of opera- 
tions have in fact been shared equally or to the advantage of these 
countries. 

The latter is exactly what happened in 1958. In that year a number 
of factors, many of them long in the making, coincided to erode the 
price structure of the industry. In the first instance there was a slacken- 
ing of demand for oil products largely related to the recession in the 
United States; inventories of finished products rose and prices 
weakened in world markets. At the same time it was difficult for the 
majors substantially to reduce their scale of operations.’ Pressures 
became heavier in the individual countries producing crude oil for 
increases in their national outputs and increasingly delicate political 
conditions caused the companies to move warily, avoiding so far as 
possible actions that would reduce the flow of profits going to the 
governments of these countries, which were already granting new 
concessions favouring to some extent companies other than the majors. 
These circumstances, together with competition from Russian oil 

1° Fach integrated concern must press forward with its programme of explora- 
tion and expansion of facilities of all kinds to ensure that it is in a position to 
secure a share of the future growth of trade. None can afford to hold back while 


its competitors capture outlets and forge ahead to its disadvantage.”’ Petroleum 
Press Service, October, 1958, p. 362. 


Fo ee 
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in European markets, and the imposition of import quotas by the 
United States, all worked to bring about a situation in which the 
supply of oil was increased in the face of weakening demand, and 
the majors in the Middle East, in order to sell their surplus oil, had 
to sell below the posted price. That is to say, increased supplies in 
relation to demand pressed down the market price for crude oil. 
Thus “‘ profits ” attributed to crude oil production became even more 
fictitious; they were fictitious not only in respect of the oil used by 
the integrated companies in their own operations, but also as applied 
to outside sales. Since “ refining margins ’”’ became reduced by lower 
product prices (with crude oil inputs still being valued at or near 
the posted prices), “‘ profits’ on crude became a greater percentage of 
total profits.+ 

Because of the widening gap between posted prices and market 
prices for crude oil, the majors finally reduced posted prices early in 
1959. At the lower prices, the producing countries will receive not 
only lower profits but also a lower proportion of the total profits of 
the companies than they would have received if the higher prices had 
been maintained, since the reduction will affect little but the value 
put on crude oil for purposes of profit-sharing. Themselves pressed 
by competitive conditions beyond their control, the majors pointed 
to the exigencies of competition in order to persuade the governments 
that they, too, must accept lower profits. It seems reasonable to agree 
that profits can hardly be increased or even maintained in a falling 
market; but it should be remembered that if the companies operating 
in the Middle East have oil which they must sell, they will if necessary 
sell it below posted prices, as they have actually been doing. In other 
words, while it is true that the effective price of crude oil may have to 
fall in response to supply pressures, price adjustments could conceivably 
be at the expense of the companies more than of the producing countries 
within the limits set by the bargaining strength of the respective parties. 

This last is, of course, an important qualification; for the power 
of the governments of the producing countries to prevent reductions 


1 Tt was estimated by the First National City Bank of New York (op. cit., p. 12) 
that the seven majors! paid to the producing governments on all accounts $260-1 
millions more than the profits attributed in their accounts to their Eastern Hemis- 
phere operations. (This figure includes relatively minor payments to Borneo, 
Indonesia and other governments in the Eastern Hemisphere.) Similarly, British 
Petroleum paid out in overseas income taxes more than half its net income in 1958. 
(Annual Report, p. 13.) This implies that losses were incurred on the rest of BP’s 
activities; there is little published information on this, but in 1958, B.P. Benzin 
und Petroleum A.G., a German refining and marketing subsidiary, is reported to 
have made losses of DM 8:42 millions in spite of increased sales. (See A. M. 
Stahmer’s Erdél-Informationsdienst, September Ist, 1959.) Similarly the Deutsche 
Shell Aktiengesellschaft/Hamburg, a Royal Dutch/Shell subsidiary, showed a 
loss of DM 15-3 millions (see the company’s Annual Report, 1958, p. 23); and 
Esso A.G., a Standard Oil of New Jersey subsidiary, reported a loss of DM 19 
millions although turnover was up 10 per cent. (Petroleum Press Service, July, 
1959, p. 280). It seems that the refining industry of Germany, so far as it was. con- 
trolled by integrated oil companies with a policy of selling oil to their own refineries 
at posted prices, yielded no corporate tax revenue to the German government, 
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in posted prices is severely limited. They have no control over these 
prices except in so far as the companies think it politic to consult 
them, although they have always pressed for more control; and 
since the posted price is part of the technique of profit-sharing, it 
perhaps ought openly to become a subject for negotiation with the 
producing countries as part of the bargaining involved in the profit- 
sharing agreements as long as the present arrangements persist.* 
But each producing country is interested in expanding the sales of 
its own oil; hence if any individual government becomes particularly 
difficult, the companies have considerable scope for reducing output 
in that country while expanding it in the territory of a more compliant 
government; and the recent discoveries in North Africa have further 
strengthened the position of the companies. While the bargaining 
power of the companies is increased when it is evident to all that 
market conditions have deteriorated, it remains true that they cannot 
afford to ignore the political repercussions if the producing countries 
become very dissatisfied with oil arrangements. 

While Venezuela has increased the rate of income tax to obtain a 
higher share of profits, and other governments have provided for a 
greater profit share in some of the new concession agreements,? a 
higher share of existing profits could also be obtained merely by 
maintaining the level of posted prices. This would have two major 
disadvantages from the point of view of the companies: it would 
worsen their financial position if the amounts payable to the producing 
governments exceeded the tax liability of the companies to their home 
governments or the tax relief obtained from them; and, perhaps 
above all, it would make more difficult the maintenance of an orderly 
structure of prices. If sales to outsiders in fact take place at posted 
prices (except for the more or less accepted discounts on the long-term 
supply arrangements), and in accordance with some recognised system, 
buyers and sellers alike know the general market position. But if 
each sale is subject to unknown discounts, the danger of more or 
less open price competition increases.* 

One thing, however, is evident: if the producing countries could 
influence the manipulation of the useful, though artificial, device of 
the posted price as the basis for profit calculations, it would not, 
under present circumstances at least, be to their financial advantage 


1See my “‘ Profit Sharing Between Producing Countries and Oil Companies in 
the Middle East’, Economic Journal, June, 1959. 

*It is true that agreements giving more than 50 per cent. of the profits to the 
producing government have provided that the government may bear some of the 
capital cost if oil is discovered; it is also true that oil has not yet been commercially 
produced under such agreements. Hence the nominal share of profits guaranteed 
to the government is sometimes misleading. 

5 Cf., for example, the comment that the reduction of the posted price ‘* should 
also tend to eliminate, or at least reduce, the practice of discounting posted prices 
on marginal transactions, a practice which not only discredits posted eked as a 
commercial measure of value, but also leads to the payment of an undue tax . 
Petroleum Press Service, March, 1959, p. 87. 
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to obtain the “ partnership ” in the fully integrated operations of the 
companies that many of their spokesmen think they want; if they 
cannot obtain some control over the level of posted prices, the question 
is debatable. In 1958, however, they got considerably more than an 
equal share of profits, which to a large extent was merely at the expense 
of the foreign governments who granted tax relief to the international 
companies.! 


The Johns Hopkins University, Baltimore. 


1 The hope of financial gain is not the only reason why partnership is often demand- 
ed by spokesmen of the producing countries. They are aware of the fact that their 
oilis valueless without outlets, and they feel at the mercy of the integrated companies 
so long as these companies have such a strong control over world refining and 
distribution. They therefore instinctively feel that if they had some control over 
these later stages, they would not be in such a vulnerable position. The fact is, 
however, that their profits have depended on the refining position of the majors 
and the subsequent limitation of price competition. If the present producing countries 
did have more “ say”’ in the policies of the companies, it is possible that they 
could prevent some of the expenditures now being made by the companies to 
develop alternative sources of oil, expenditures which may well be unnecessarily 
wasteful at the present time, but which may result in a reduced dependence of the 
world on Middle East oil to the disadvantage of the Middle Eastern countries. 
On the other hand, it is probable that each of the countries would press harder 
for increases in its own output and thus precipitate competition which would 
seriously reduce the revenues of all to the benefit of consumers. In addition, of 
course, the recent discoveries of oil in North Africa have already seriously weakened 
the bargaining position of the older oil-producing countries, 
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Jevons and Cairnes 


By R. D. COLLISON BLACK 


Jevons’s intense opposition to all that John Stuart Mill stood for in 
English political economy is so well known as to be a commonplace 
in the history of economic thought, and has done much to foster the 
somewhat misleading idea that a “ revolution ” in economic doctrine 
occurred in or about 1871. If Jevons had little use for J. S. Mill as 
an economist, it might be thought that he would have had even less 
for J. E. Cairnes, who “ expounded the old analytic economics and 
explicitly distanced himself from the new ’’,? clinging to the wages-fund 
doctrine after even Mill had abandoned it, and reviewing Jevons’s 
Theory of Political Economy in a rather uncomprehending and un- 
sympathetic fashion.? Yet it is noteworthy that in the polemic against 
“The Noxious Influence of Authority ” with which Jevons concluded 
his Theory, he specifically listed Cairnes amongst the writers whose 
works contain “ valuable suggestions towards the improvement of 
the science’ and he did not alter this in any of the later editions of 
the book. 

Jevons, in fact, always had a very high respect for Cairnes’s work 
and capabilities. The grounds for this are made clear by the correspond- 
ence between the two men, hitherto unpublished, which also gives 
some interesting insights into the development of Jevons’s ideas in 
both monetary and value theory. Jevons and Cairnes were occasional 
correspondents between 1863 and 1874: Cairnes preserved the letters 
he received from Jevons along with the rest of his personal papers, 
which are now in the National Library of Ireland. Unfortunately, 
only five of Cairnes’s letters to Jevons appear to have survived, and 
these are now in the possession of Jevons’s granddaughter, Mrs. 
Friedrich K6nekamp.* 

It was after the publication in 1863 of his pamphlet A Serious Fall 
in the Value of Gold Ascertained* that Jevons first came into contact 
with Cairnes. The great merits of this pamphlet are now well recognised,° 


1J. A. Schumpeter, History of Economic Analysis, 1954, p. 533. 

2 In the Fortnightly Review, New Series, vol. x1 (1872), pp. 72-7. 

*T should here like to acknowledge the generous help given to me by Mrs. 
K6nekamp, and by Miss H. W. Jevons, daughter of W. S. Jevons, in my search 
for Cairnes letters. Cairnes’s letters to Jevons are reproduced here by their per- 
mission; Jevons’s letters to Cairnes by permission of the Trustees of the National 
Library of Ireland. 

4 Reprinted in Jevons, Jnvestigations in Currency and Finance, ed. H. S. Foxwell, 


- Cf. J. M. Keynes, “‘ William Stanley Jevons, 1835-1882”, Journal of the Royal 
Statistical Society, vol. xcrx (1936), pp. 525-6. 
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but on its first appearance it attracted little attention. The first person 
to realise and draw attention to its importance was Cairnes, to whom 
Jevons sent a copy. In a letter dated from Drogheda, 28 May, 1863, 
Cairnes wrote to Jevons: 


I have to thank you very much for your pamphlet on the “* Fall in 
the Value of Gold ’’, which you have done me the favour to send me. 
I have read it with very great interest—the more as it corroborates 
in what seems to me a very remarkable manner some opinions which 
I myself advanced upon the same subject some four or five years 
ago. : 

Indeed, considering the entirely distinct methods of inquiry we have 
pursued, and our complete mutual independence, I have thought the 
coincidence of sufficient importance to call attention to it in the columns 
of the Economist: I have accordingly written to that paper a letter 
which will probably appear about Saturday week (I fear it will be late 
for the next issue), and from which you will see that your conclusions 
receive from what I have written whatever confirmation can be given 
to them by a coincidence, almost complete, with those reached by an 
independent inquirer pursuing a perfectly distinct path. 

The speculations to which I refer have been distributed through 
several different essays; but the portion of them which comes most 
directly into contact with the views advanced in your pamphlet is 
contained in a paper published in the journal of the Dublin Statistical 
Society for January, 1859, of which I hope to send you a copy by this 
post. I will refer you also to the other papers in which I have treated 
this subject; two appeared in Fraser’s Magazine in the numbers res- 
pectively for September, 1859, and January, 1860, and a third formed 
a review of Chevalier’s work and appeared in the Edinburgh Review 
for July, 1860.1 

If you will do me the favour to read the above, I think you will find 
that our views of the whole subject jump very closely together; one 
aspect of the question, which you will find treated in the second of the 
Fraser’s essays—the effect of the discoveries on the distribution of 
wealth in the world—you have not touched on, but I venture to think 
on consideration you will not deny its importance. 

You have remarked very properly on the utter fallaciousness of silver 
as a criterion of the fluctuations in the value of gold, and observe, with 
reference to M. Chevalier’s metaphor of the parachute, that ‘“‘ the 
French currency ...cannot prevent either gold or silver from falling 
in value ”’.2 This is most true; but it appears to me also true (and I 
am not certain whether you mean also to deny this point) that the French 
currency—or we may say more generally that capability of mutual 
substitution which the two metals possess—has retarded, and does still 
retard, the fall of gold. In fact, as I regard the matter, the effect of this 


1 All these papers were reprinted, under the general title ‘‘ Essays towards a 
Solution of the Gold Question ” in Cairnes, Essays in Political Economy, Theoretical 
and Applied, 1873. 

2 Jevons, A Serious Fall in the Value of Gold (1863), p. 35. When the paper was 
reprinted in Investigations in Currency and Finance Jevons altered this phrase to 
read ‘‘ cannot prevent both gold and silver from falling in value”. (Cf. 1909 ed., 
p. 56.) : 
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circumstance is that an increased supply of either metal operates not 
simply upon the metal the supply of which is increased, but upon the 
aggregate mass of the two; and this, I think, goes far to account for 
what has caused so much surprise to superficial observers—the slow 
progress of the decline: the relation in which the two metals stand to 
each other at once retards the depreciation of gold and conceals it. 
With reference to this point perhaps you will allow me to refer you to 
what I have said in a note to one of the Fraser’s essays—January, 
1860, p. 14. 

The only point on which I feel inclined to differ from you seriously 
is that which you develop at pp. 31-32—the explanation which you 
give of the phenomena disclosed by your tables; but this is a question 
of theoretic importance only. 

With many thanks for the satisfaction you have afforded me by 
your valuable contribution to this important discussion. 


Jevons received this letter just before he left London for Wallasey, 
where he was to spend a holiday before taking up his new duties at 
Owens College, Manchester. From Wallasey he wrote to his sister 
Lucy, saying that he had “ had a pleasing letter from Professor Cairnes, 
a political economist who is thought a good deal of now... He says 
he has written a letter to the Economist... This will probably sell 
many a copy for me, and perhaps induce Mr. Bagehot to take the 
subject up in the paper, as I have already heard he was reading the 
pamphlet ”’.1 

Within a few days Jevons had searched out and read all the earlier 
articles to which Cairnes had referred him, and he then replied, 
developing his own views on them at some length: 


Jevons to Cairnes: Wallasey, 2 June, 1863 


I cannot but be highly gratified by your approval of most parts of 
my Essay. The only work of yours which I had read previously to getting 
your letter was ‘“‘ The Character and Logical Method, etc.”. That 
work was quite sufficient to render me desirous of bringing my essay 
to your notice in hope of having your opinion and in this I have been 
gratified beyond hope. But I was quite unaware of your having already 
treated the subject so fully as to anticipate most of the points which I 
supposed to be new in my essay. I can only account for my ignorance 
of your previous essays by my too great neglect of the periodical pubs. 
and my failure to meet any reference to your papers in Newmarch’s 
and other writings where I might have expected to meet it. Your essays 
were also published just in the year when I was returning from Australia 
and out of the way of English literature. 

I have now had the pleasure of reading in a Liverpool Library all the 
essays to which you referred, as well as the paper in the Stat. Soc. 
Journal which you have so kindly forwarded. 

Of the essay on the course of things in Australia, let me say that as 
far as I can judge from casual experience there, the accuracy of the facts, 


1 Letters and Journal of W. Stanley Jevons, edited by his wife (published in 
1886), p. 186. 
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and their explanation, leaves little or nothing to be desired. I was often 
struck by the apparent anomalies, of which it was not always easy to 
see the reason. The import of preserved meats and other foods into 
the very towns where a few years previously flocks were daily driven 
into the boiling down houses, was one of these anomalies. To see 
waggon loads of timber felled and sawn in some part of N. America 
laboriously dragged up the country through dense forests of gum trees 
was still more singular. On one occasion getting a meal in a settler’s 
hut in a peculiarly fertile district, Illawarra, where the soil was a rich 
black mould, I remarked upon the goodness of the bread, and was 
assured it was of the best Chilian flour. I could hardly help laughing at 
the notion of bringing the staff of life itself across the Pacific to such a 
spot. The settler said he had cleared some of his land, but had since 
found it more profitable to return to his old trade of cobbling shoes for 
the neighbouring town of Wollongong. This town was chiefly supported 
by raising butter and dairy produce which is sent by sea some 50 miles 
to Sydney, which again is supported of course by the gold digging and 
wool growing. 

I was perhaps most amused by the alarm of the old Governor Sir 
W. Dennison at the rise in the price of meat, which led him to suppose 
that a scarcity of food was rapidly approaching, in the greatest stock 
and wool producing country in the world, where butchers meat had 
previously been unsaleable refuse ! 

But as regards the gold question I have arrived, I think, at an under- 
standing of your theory of the successive disturbance of prices by the 
flow of bullion, a point which had not occurred to me at all. If I under- 
stand you rightly it is only when a country is absorbing bullion, bartering 
gold (and silver ?) against other produce, that it sells this produce at a 
low rate, and it is only a country which is giving out bullion to such an 
absorbing country that buys the produce at an advantage. It is only a 
transaction in which bullion forms the one part that comes under your 
theory; for the absolute abundance of bullion in a country, although 
governing the prices in that country, makes them vary proportionately, 
so that the relative prices or values of any two other articles remain 
unaffected and on this of course international trade depends. If then we 
suppose the countries A, B, C, D, E, etc., for instance Australia, England, 
France, Mediterranean, India, China, etc.—that A is first saturated, 
then saturates B, B saturates C and so on. A, to the extent of its bullion 
trade with B, has the advantage of the low prices of B, then A and B 
have a similar advantage over C, A, B, C over D and so on. 

Since reading your paper I cannot doubt that this disturbance does 
take place, but it must be a matter of some difficulty to estimate its 
importance and the rapidity or inequality with which the diffusion of the 
bullion! takes place. I perceive that the striking fact of the fall in prices 
of many kinds of oriental and tropical produce is what supports your 
theory, while I thought I had explained the fact by a general balance of 
demand in favour of English manufactures. This is the part of my 
conclusions (pp. 31 and 32) to which you object, but though I think the 
fact may be partly due to the causes you suggest, I am not at once 


1 In this and all subsequent quotations from the Jevons-Cairnes correspondence, 
italics are copied from the original letters. 
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inclined to give up my view altogether. There is this criterion; on 
your view the difference of prices should decrease as the equilibrium 
of the precious metals is obtained: on my view it should continue 
and increase. 

As regards the substitution of silver by gold, you are no doubt right in 
considering that the process is not confined to France, and it had not 
occurred to me to consider more than France, yet the price of silver 
must as yet be governed by France, and your views will serve well 
should the price of silver not rise rapidly after the French currency is 
exhausted. 

I am not inclined to say that the silver currency much retards the fall 
of value, although I now see that as prices rise in silver partly as they 
do in gold, the silver currency, as much as remains unreplaced by gold, 
must swell proportionately. This effect can hardly come under 
the consumption of gold and silver which I advert to at the top of 
Deo: 

You will I think see from an exam. of my tables and the first diagram 
that in selecting the three years 1849-51 as a standard you were mislead 
(sic) by the statements of Tooke and Newmarch quoted on pp. 265, 
etc. These were years of very low prices but little relieved by the very 
slight rise of 1850. I have learnt by this time that nothing in Tooke’s 
History is to be accepted without exam. except the mere numbers and 
historical facts. And I may perhaps express to you what I have felt 
very disagreeably in this subject, viz., that the reckless statements of 
such leading writers as McCulloch, Newmarch and others made in 
utter contempt of obvious facts, tend very little to the credit of this 
country or of Statistical Science. | am greatly disturbed especially when 


I find the elaborate conclusions of Tooke concerning the currency of 


England during the wars, quoted all over the world, as an unquestionable 
authority, though I believe them to be entirely mistaken. 

On the numerous points in which you anticipate me I have the 
satisfaction of feeling that I have been able to reach the truth independ- 
ently. Of course, had I occasion to write on the subject again I should 
not fail to defer to your previous writings. 

I am glad you see the fallacy of the prevalent notion that the extension 
of trade and demand occasion high prices. Apart from the gold dis- 
coveries, it would have just the opposite effect, and has had previous 
to 1848 or 51. 


Although Jevons had not seen Cairnes’s communication to the 
Economist when he wrote this letter, it had in fact been published, 
Bagehot having found space for it in the issue of 30 May, 1863. Cairnes 
drew attention to the fact that while Jevons’s estimate of the extent 
of depreciation resulting from the gold discoveries was somewhat 
below his own, they had reached almost identical conclusions about 
the manner in which the new supplies of gold would affect the prices 
of different categories of produce; and he pointed out that this was 
the more significant since he had used purely economic analysis, 
while Jevons had arrived at the same result through a statistical 
investigation. 


ae 
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The difference in their conclusions about the extent of depreciation 
Cairnes attributed to differences in terminology :1 


Mr. Jevons and I attach different meanings to the phrases “‘ value of 
gold ’’, “‘ depreciation ’’, etc. As employed by Mr. Jevons, a deprecia- 
tion or fall in the value of gold expresses simply the fact, that the relation 
of gold to commodities has been altered in a particular direction, 
without reference to the cause of the alteration. Thus, general prices 
having fallen in the interval between 1820 and 1850, Mr. Jevons would 
say that the value of gold during that period rose, although it be admitted 
(as I understand him in fact to admit) that this fall in price was due 
exclusively, or almost exclusively, to causes affecting commodities. 
In my opinion this use of language is as little in conformity with scientific 
requirement as it is consonant to popular usage... While, therefore, 
the relation between gold and commodities has probably not been 
altered to a greater extent than Mr. Jevons has pointed out, I am not 
prepared to admit that the proportion of 9, or even of 15 per cent., 
adequately represents the lowered value of gold. I hold that, in dis- 
cussions concerning variations in value, whether of gold or commodities, 
we shall only convey just notions by using these terms with constant 
reference to what Adam Smith, Ricardo and Mill call “* natural value ” 
—that is to say, value in its relation to cost. Thus understood, the 
results of Mr. Jevons’ inquiry carry us much further than the formula 
in which he has expressed them, and prove that the value of gold has 
already fallen to an extent considerably greater than would be indicated 
by even the very remarkable advance in general prices, which he has 
now conclusively established. 


On reading this, Jevons again wrote privately to Cairnes; the letter 
clearly exemplifies the very different manner in which the two men 
approached questions of value: 


Jevons to Cairnes: Wallasey, 3 June, 1863 


Since posting my letter yesterday (addressed Drogheda) I have 
received a copy of the Economist, in which I find your letter duly 
inserted, earlier than you expected. 

Again thanking you for the favourable opinion I have to add that 
I cannot find my use of the word value to be faulty or against the 
authority of many good writers. I have, however, long had a horror 
of the word and doubt whether it should not be altogether excluded 
from the Theory of Economy. Exchange value merely means, as I take 
it, the ratio of exchange of any two articles in given units. 

You look rather to production which may be regarded as an exchange 
of labour and use of capital for the commodity produced and which 
ultimately rules the exchange of one com. against another. As regards 
the supply of gold this is what we have to look to, and what you look to; 
I look to the more complex relation of gold to other commodities and 
I guard myself in several places, especially p. 5 and p. 33 against the 
supposition that the alteration in the ratio of exchange is a measure of 
the effects of the gold discoveries on the supply of gold. 


1 The Economist, vol. xxt (1863), p. 593. 


220 ECONOMICA [AUGUST 


I quite agree that these effects are not limited to the rise of price but 
comprise a fall of price prevented: 


Rising Prices = 


Depreciation of Effect 

Falling Gold Gold 
Prices = Discov 
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I must allow that when I worked out the result of the minor coms. ~ 
I was puzzled and rather disappointed at finding the rise so much less 
than in the chief artficles]. The remarkable distinction of home and 
foreign or tropical, of animal and vegetable arts somewhat compensated 

my disappointment. You will find the same distinction recognised but 
less clearly made out in some of Mr. Newmarch’s articles in Statistical 
Journal, 1859, 60 or 61, or in the History of Prices. Your theory, it 
now seems to me, amounts to saying that the prices of articles froma 
country will be low if the value of gold is falling in that country by the ~ 
importation of bullion. You regard the fall in the value of gold as 
successive in different countries, not simultaneous. If the alteration of 
value, i.e., the import of bullion is either accomplished or not begun— 
your theory does not apply. 


Jevons’s letter of 2 June brought an immediate reply from Cairnes, 
further elaborating his view of the process whereby increased supplies 
of bullion affected the prices of different types of commodity : 


Cairnes to Jevons: London, 4 June, 1863 


Your letter has just reached me from Ireland, and I hasten to thank 
you for your liberal recognition of my labours in the same field of 
inquiry with yourself. 

It was plain to me in reading your essay that you had not seen what 
I had written on the same subject, and it is fortunate that you had not. 
The common position is indefinitely strengthened by the entire independ- 
ence of our efforts in its support. I have endeavoured, as you have 
probably seen, to bring this point out strongly in my letter to the 
Economist which appeared in Saturday’s issue, and which I hope you 
will think satisfactory. 

The testimony which you bear to the coincidence of my speculations 
on the local effects of the gold discoveries with your experience in | 
Australia is very valuable: perhaps I might make bold to say—con- 
sidering that they were the speculations of one who had never visited 
that country—that it adds something to our grounds for confidence in 
the essential soundness of economic science as it is cultivated in the 
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U. Kingdom. I am glad also to find that you are disposed to acquiesce 
in my view as to the principles which govern the distribution of loss and 
gain incident to the diffusion of the new gold. It is quite true, no doubt, 
that it would be a matter of much difficulty—if not impossibility—to 
estimate with anything like accuracy, the quantum of effect produced 
by these principles in an actual case: this results partly from the nature 
of economic theory, partly from the number and complexity of the 
agencies in operation: nevertheless I apprehend it is still important 
that our ideas as to the character of the effects incident to the movement 
should be in accordance with the facts. 

With regard to our respective theories of the phenomena with the 
following explanation, I should be content to acquiesce in the criterion 
which you suggest. My notion is that the elevation of English and 
U. States prices and, at an interval, those of Europe, above the prices 
of tropical countries is due partly to the more immediate contact of the 
new supplies with our products and partly to the greater sensibility 
of our currencies. The deviation, however, need not attain its maximum 
at once: probably it has done so now; and on this assumption your 
criterion would be applicable. As I have referred to my dissent from 
your theory of the case I may as well perhaps state briefly the grounds 
of it. If I apprehend it correctly it is to this effect: the materials of 
British manufacture have risen most rapidly because British skill has 
made these to be desired in all parts of the world by the useful and 
attractive forms with which it invests them: on the other hand, foreign 
articles of food and luxury do not offer the same inducement to extended 
purchase; and foreigners, therefore, in order to satisfy their desires as to 
our products must offer theirs on less advantageous terms. Now, first, 
this obviously goes much beyond the immediate problem; and, were 
it sound, would have operated before the gold discoveries as effectually 
as since and would continue to operate after these have run their course: 
in fact (and this I understand you to admit by the criterion you have 
suggested) the causes in question if real would result in a constantly 
increasing divergence of prices in the commodities to which the theory 
applies. That any such continuous divergence has taken place is so 
far as I know without proof, and, according to my ideas, is not consistent 
with the known laws of value. But secondly the theory does not meet 
the actual case, since it wholly fails to account for its most prominent 
feature the marked rise in animal products, which, except in a few 
instances, do not enter into manufactures at all. Again it assumes, 
what I apprehend is not borne out by facts, that the demand throughout 
the world for British manufactures has increased more rapidly than the 
demand for, say, tea and sugar. As between England and America on 
the one hand, and India and China on the other, the proportion is 
certainly the other way, of which conclusive proof is furnished by the 
augmented dimensions during the last ten years of the Eastern drain; 
and if we have regard to the kind of commodities on which the surplus 
expenditure of the classes who have most profited by the gold dis- 
coveries would fall, I think there can be little doubt that few com- 
modities would feel this more than tea and sugar. So far I venture to 
go in the way of objection. 

I think it is very likely I may have been mistaken as to the average 
character of the period 1849-51—which I took as my standard, and 


222 ECONOMICA [AUGUST 


this, of course, would give an exaggerated view of the advance which 
followed. 

In all you say as to the unreliability of Newmarch and McCulloch’s 
statistics I entirely concur: whenever I have had an opportunity of 
testing them I have found them untrustworthy. I should not, however, 
be disposed to extend this observation to that portion of the History of 
Prices—the first four volumes—which were the work of Mr. Tooke 
himself. I have very great faith in Mr. Tooke’s conscientiousness and 
accuracy; but in his later years he left the compilation of his statistics 
to Mr. Newmarch and others who performed the task in a very different 
spirit from his own. 

I had purposed continuing the discussion in the Economist in a 
further notice of your pamphlet, but I have rather unexpectedly had 
occasion to leave for the Continent, from which I shall not return till 
the second week in July. Meantime if I can find time I shall probably 
send another letter. 


Jevons does not appear to have received any reply to his second 
letter, no doubt because of Cairnes’s departure for France; but 
Cairnes kept his promise to write another letter to the Economist. 
On 11 June, he sent from Aix-les-Bains a long discussion of the 
probable pace and extent of the depreciation of gold, quoting the 
work of Jevons as a strong authority in support of his views.! Jevons’s 
hope that Bagehot might take up the subject editorially remained 
unfulfilled, however, until after the British Association meeting in 
September, when he was able to write: 


I have myself been rather in luck lately concerning the pamphlet on 
Gold. Mr. Fawcett, a blind M.A. of Cambridge, to whom I sent my 
pamphlet, he having written on the subject before, was convinced by 
my figures, and delivered an address on the subject to the British 
Association lately, quoting my figures. The 7imes reported his speech, 
and took the subject up in a lJeader, also quoting me, and then there 
followed a discussion of the subject in many letters, as well as articles 
in other papers. Professor Cairnes also again wrote on the subject to 
the Times, and almost challenged people to disprove the conclusions of 
my pamphlet. Lastly, the Economist has been induced to notice the 
subject in a cautious manner, and, though attributing to me some 
exaggeration of the matter, comes over to my conclusion substantially.” 


1 The letter appeared in the issue of 27 June, 1863, the Economist, vol. xx1, 
pp. 704-6. 

? Letters and Journal, pp. 191-2. The notice in the Economist appeared in the 
issue of 12 September, vol. xx1 (1863), pp. 1,011-2; a letter from Jevons, stressing 
the correspondence between his statistical findings and Fawcett’s theoretical 
analysis, appeared in the issue of 19 September (p. 1,041) and a further editorial, 
ee the consequences of depreciation for investors, in the issue of 26 September 
p. 1,067). 

The Times quoted Jevons in leading articles, on 1 September and 5 September, 
1863, and published a letter from Cairnes on 9 September, in which he stated that 
** no one, whether scientific or practical man, has as yet disputed the accuracy or 
completeness of the tables of prices drawn up by Mr. Jevons in his valuable 
pamphlet ”’. 
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By this time Jevons felt assured of the success of his work on the 
gold question and the confidence he expresses in his ability to follow 
it up is in marked contrast with the pessimism which he felt when his 
pamphlet at first met with an indifferent reception.! There can be 
no doubt that the transformation from potential failure to actual 
success was due in the first instance to the interest which Cairnes took 
in Jevons’s work and the support which he gave it. 

Another exchange of letters between the two men took place in the 
following year. In April, 1864, Jevons wrote to Cairnes about the 
progress of his statistical studies of price movements, the results of 
which were published in a paper entitled ‘“‘ The Variation of Prices 
and the Value of the Currency since 1782’, read to the London 
Statistical Society in March, 1865.2 The argument of the paper closely 
follows the lines sketched out in this letter, and contains further 
references to the manner in which Cairnes’s theories and Jevons’s 
statistical enquiries complemented one another.* 


Jevons to Cairnes: Manchester, 23 April, 1864 


I lately read your ‘“‘ Slave Power” with great pleasure. It seemed 
to me a nearly or quite irrefragable piece of reasoning. You did not 
seem to me to give quite sufficient evidence that slave agriculture is 
essentially exhaustive and must therefore demand new land. If cooped 
up in a definite area might they not alter their habits? Do the planters 
in Cuba and elsewhere similarly exhaust their soil? You are I dare say 
quite right, but do you give sufficient evidence in the work that slave 
culture can only be exhaustive? Though I greatly admire the ‘“‘ Slave 
Power ”’ as a piece of reasoning, I hardly go with you in your Northern 
sympathies, I am strictly neutral. 

I chiefly write now to enclose the tracings from two curves representing 
part of the results of calculations which have occupied most of my spare 
time for six months past. I have been carrying out a reduction of the 
tables of prices in Tooke’s Histy. etc., so as to improve the inquiry 
very imperfectly begun in my pamphlet. One of the tracings shows the 
general average varn. of all the Coms. It exhibits clearly the great rise 
of prices during the war, the several spec. [speculative ?] rises of 1810, 
1825, 1836-9, 1847, 1857, etc. It also shows that the permanent rise of 
prices since the gold discs. though very distinct, especially in com- 
parison with the previous downward course of prices, is not very serious 
in amount. Curiously enough it appears that for the last seven years 
prices have been on the average more steady than for at least 80 years 
before. But there is enough to indicate I think that a great speculative 
rise of prices may soon be expected. 

The other curve shows the variation of price of tropical articles of 
food (sugar, coffee, tea, spices, etc.) relatively to the general mass of 
coms. Thus the falling of the line indicates that tropical articles did 
not rise so much as the average by the ratio given by the logarithm. 


1 Cf. the entry in his Journal for 25 April, 1863, op. cit., p. 181. 
2 Reprinted in Investigations in Currency and Finance, pp. 112-42, 
° Cf. ibid., pp. 124-5. 
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You will remark the great comparative fall about 1800 lasting till near 
the end of the war, as well as the recent comparative depression. The 
former marked fall may throw some light on the question of the high 
war prices which in spite of what Tooke has written seems to me wholly 
unsolved. But the more I go into the subject the more difficult it seems, 
and for the present at least I venture on no theories. I am classifying 
coms. in all ways which occur to me as 


Animal Food 
Vegetable Clothing and in groups 
Mineral Materials 


according to place of production, etc., so that if there is anything to 
be learned I may find it I hope. If you know of any better ways of 
grouping commodities I should like to try them while the iron is hot. 

I am thinking of giving the results at the Brit. Assoc., unless any 
better way of pubn. occurs to me. 


Cairnes was prompt in answering this letter; unfortunately the 
Jevons papers now contain only a part of his reply, although that part 
appears to contain the passages of most significance. 


Peet 


ES 


Cairnes to Jevons: Balbriggan, 28 April, 1864. 


Your interesting letter has followed me from Galway here; and I 
have to thank you very much for it as well as for the tracings which 
you kindly enclose. 

The tracings set in a very striking light two features in the course of 
prices—the normal tendency to a fall, and the exceptional and on the 
whole steady rise since 1850. The most perplexing feature is the rise 
from 1832 to 1840, but I presume this would find its explanation in 
the—as well as I recollect at present—remarkable succession of un- 
favourable seasons which occurred in that interval. I was surprised to 
observe in your pamphlet (I think it was) the strong terms of disparage- 
ment you apply to the speculations of Mr. Tooke respecting the war 
period, and which I perceive further study of the subject has not induced 
you to modify. I myself thought his explanation of the monetary 
phenomena of that time on the whole satisfactory. It is, however, some 
eight years since I have read the volumes of his work which deal with 
that time. You remark on the steadiness of prices during the last seven 
years: doubtless this is the result of our free trade regime. Increased 
steadiness of price with a progressive rise is what I should expect as a 
result of the combined influences of the new gold and free trade. 

As for the question of classification the course which I should follow 
would be—indeed that which I have already followed—to consider 
the conditions of production, more particularly with reference to the 
facilities available for enlarging or contracting the supply. Cost being 
the fundamental principle in relative price, it is only as cost is modified 
by special circumstances affecting it, that deviations from the natural 
level may be expected to occur. 

Many thanks for what you so kindly say on ‘“‘ Slave Power”. I 
imagine from your criticism that you read it in the first edition which 
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was brought out rather hurriedly. If this be so, and you will do me the 
favour, when an opportunity offers, to look at the passages in the 
second edition in which the subject of the exhaustive character of slave 
agriculture is discussed, I think you will find that the evidence on this 
point is tolerably full. You ask “if cooped up in a definite area might 
they not alter their habits ?”’ Yes certainly. That is precisely my point. 
It ison... 
[The ensuing sheet of the letter is missing.] 


It is an indication of the respect which Jevons had for Cairnes, and 
also of the extent to which he felt he might depend on Cairnes’s 
support, that when he next wrote to him, at the beginning of 1865, 
it was to request a testimonial “for a small Professorship in Logic, 
Mental and Moral Philosophy” at Queen’s College, Liverpool, to 
which he was appointed later in the year. In later paragraphs, this 
letter contains some observations on the causes of the trade cycle 
closely akin to those which appear in the “‘ Serious Fall in the Value 
of Gold” and which Keynes suggested “strike deeper than those 
which he popularised later ”’.+ 


Jevons to Cairnes: Manchester, 5 January, 1865.? 


It occurred to me that a letter in a late Economist concerning the 
periodical occurrence of panics was from your hand. If so I can only 
say I cordially concur in your remarks about the common fallacy of 
looking for uniformity. Perhaps I am not quite free from the fallacy 
but it was far from my intention to assert any considerable uniformity 
of undulation. I say for instance in Sec. XI, p. 15 of my gold pamphlet 
that ‘‘ Coml. Fluctuations are never so similar and well-marked, etc.” 
and speak too of their being interrupted by wars. 

I must confess my expectation judging from the present prolonged 
activity of trade and fixed investment that a collapse will occur of serious 
magnitude not far from ten years after 1857. The recent pressure was 
but of a temporary character, not unlike that of 1836 which was followed 
by the serious collapse of 1839 aided by American failures. 

It is hardly possible now that the cotton trade of Liverpool should 
be restored to its normal state without a dreadful collapse, a fall in the 
price of cotton, if it should coincide by chance with a rise in the price 
of corn, which may be anticipated, and renewed and intensified pressure 
in the money market, must occasion a reverse. But though there is, 
I believe, some tendency to a periodical recurrence of excessive fixed 
investment and consequent scarcity of capital, all matters of trade are, 
of course, constantly liable to disturbance and reversal by political or 
natural events. 

A matter which has been taking most of my attention lately is the 
possible exhaustion of our coal mines. I have lately completed an Essay 


1Cf. A Serious Fall in the Value of Gold Ascertained, section vu: ‘‘ Of Variations 
in Permanent Investment ” (Investigations in Currency and Finance, p. 24); Keynes, 
loc. cit., p. 526. ; 

2 Jevons actually dated this letter ““ 5 January, 1864’’, but from Cairnes’s reply 
and the context, it is.clear that Jevons had made the common error of putting the 
old year for the new. 
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directed to clearing up the popular ideas on the subject and showing 
that it is physically impossible for our industrial progress to be long 
continued (a few generations) at our present rate of geometrical increase. 
The consequences must be of a serious character. 


I hope in a few days to read your essay on the methods of working 
Welsh Slate Quarries. 


Cairnes apparently did not comment on the economic issues raised 
in this letter, but he supplied the desired testimonial without delay: 


Cairnes to Jevons: Dublin, 8 January, 1865. 

As you think an expression of opinion from me may be of use to 
you in the object which you have in view, I have great pleasure in 
testifying to the instruction I have derived from your writings on sub- 
jects connected with Political Economy. 

Every one who takes an interest in that science is aware of the atten- 
tion which your work on the Gold Question universally attracted. 
I believe that scarcely a single essay on that subject has appeared since 
its publication in which it has not been referred to in laudatory terms. 

Your work on “‘ Pure Logic ’’ would have a more immediate bearing 
on the chair for which you are at present a candidate, and though I 
do not feel myself competent to express an opinion on the merit of that 
publication, I may be allowed to say that I have seen it highly appreciated 
in periodicals of first-class position—for example in the Spectator. 


Evidently Jevons considered that this recommendation from Cairnes 
carried considerable weight, for he made use of it again in support of 
his application for the Cobden chair of Political Economy at Owens 
College, to which he was appointed in 1866.1 

The Jevons papers contain only one further letter from Cairnes, 
acknowledging the receipt of a copy of the paper ““ On the Condition 
of the Metallic Currency of the United Kingdom” which Jevons 
read to the Statistical Society of London in November, 1868.2 In 
this paper Jevons had urged the desirability of a recoinage, combined 
with a small reduction in the weight of the sovereign which would 
have made it identical in value to a 25-franc piece, so that “‘ a world- 
wide gold currency of unimpeachable fidelity and excellence would 
be obtained ”. This proposal had been rejected by a Royal Commission 
on International Coinage, which sat in 1867-68, on technical grounds 
which Jevons considered trivial. Cairnes’s comments on Jevons’s 
arguments were favourable, but guarded: 


Cairnes to Jevons: Nice, 15 April, 1869. 


I trust it is not too late to thank you for your pamphlet on the ** Metal- 
lic Currency of the United Kingdom ”’ which you did me the favour to 
1 The testimonial is amongst those which Jevons included in his printed applica- 


tion to the Trustees of Owens College, a copy of which is in the possession of Miss 
H. W. Jevons. 


*Published in the Journal of the Society for December, 1868, vol. xxx1, 
pp. 426-64, and reprinted in Investigations in Currency and Finance, pp. 222-71, 
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send to my address in London, but which only reached me here within 
a few weeks. I have just read it, and am greatly pleased and interested 
with the very curious and valuable information which you have brought 
together. I confess the revelations it makes as to the condition of our 
metallic currency take me by surprise, and I trust will lead to the adop- 
tion of the practical measures which the pamphlet recommends. Having 
been absent from England (with the exception of a few months last 
summer) for more than two years, owing to ill-health, Iam not at present 
au courant with the state of the controversy, and have not read the report 
of the Royal Commission. I am not quite certain that I apprehend the 
purport of your reply to the passage quoted at pp. 431-2, but, as I 
understand it, you accept the first horn of the dilemma propounded, and 
you contend that, while the proposed sovereign, containing less gold, 
would by the imposition of a seignorage retain its equality with the 
present sovereign, it would nevertheless lose the superiority possessed by 
the present sovereign over 25 francs; the comparison under the existing 
state of things lying between the go/d in the sovereign and the gold in 
25 francs, whereas under the proposed arrangement it would lie between 
the gold plus the seignorage in each coin. 

I hope you find the study of Political Economy progressing at 
Manchester. 


This letter, with its references to a controversy long since forgotten, 
is now perhaps mainly significant as showing Cairnes’s continuing 
interest in, and respect for, Jevons’s work on monetary questions. 
There is much more of lasting interest for the history of economic 
thought in three further letters which Jevons wrote to Cairnes in 
1872 and 1874. 


When Jevons’s Theory of Political Economy appeared in 1871, 
Cairnes was the first economist of any note to review it: it was the 
review which he published in the Fortnightly of 1 January, 1872, 
which prompted Jevons to write to him again. 

In the Fortnightly article Cairnes took Jevons to task for his attacks 
on established authority, saying that “ it is anarchy, as it seems to me, 
rather than despotism, with which we are menaced”. As might have 
been expected, however, his main criticisms were reserved for Jevons’s 
theory of value, which he attacked, first, as ignoring the classical 
distinction of market and natural price and, second, as having the 
purely formal content of an identical proposition: ‘‘ Exchange-value 
depends upon utility, and utility is measured and can only be known 
by exchange-value ”’. 

Criticisms which showed so little understanding of the real nature 
of Jevons’s theories might well have provoked him to irritation or 
contempt; but there is no sign of such a reaction in the full and 
patient answer which he sent to Cairnes: 


1 Cairnes, “‘ New Theories in Political Economy ’”’, Fortnightly Review, New 
Series, vol. x1 (1872), p. 72, 
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Jevons to Cairnes: Manchester, 14 January, 1872. 


I have read with great interest your remarks in the Fortnightly Review 
and have thought them over for several days before writing you a few 
lines in reply. 

As regards my observations on the too great influence of authority, 
it is not the writers but the readers and students which I referred to, 
as you will find evident in the last page of the book. The almost exclusive 
use of Mr. Mill’s P.E. or that of Prof. Fawcett of wh. I have experience 
in the Univ. of London examns. and elsewhere tends to force upon 
the present generation one set of opinions many of wh. I venture to 
think erroneous. One writer who reviews Macdonells Survey of P.E. 
in the last British Quarterly Review evidently has the same feeling and 
speaks of the intellectual tyranny associated with the name of Mr. Mill. 
This kind of tyranny exercised in logical and philosophical subjects 
by a well-defined school of writers is equally irksome to me in any 
other branch of teaching work, and I feel sure that it is as requisite 
now as ever to protest against any exclusive tendencies of the kind. 

As regards the theory of value I have not made many express references 
to the differences of market and cost values by those names, but in 
reality the difference is implied in the chapter on Exchange and Labour. 
I did not use the names because I considered values to be always governed 
by the same general principles in each case. In the chapter on Exchange 
the dependence of value on supply and demand is treated wholly without 
regard to the mode of supply. It is when I pass in the next chapter to the 
question of labour as yielding supply that values are found to be limited 
in the long run by the costs of production, as fully stated on pp. 181-2. 
You will there find that I adduce the correspondence of my formulae 
with the usual view of the subject as affording a confirmation of the 
correctness of the previous theories. 

The fundamental objection which you make to my theory of exchange 
is that I define value by utility and then propose to use prices to measure 
the variation of utility. This seems a vicious circle, but I do not think 
you will find it to be so really, and the method seems to me exactly 
analogous to that employed in other theoretical subjects, such as that of 
light, heat, electricity, etc. The properties of the basis of light undulations 
are entirely hypothetical. Scientific men assume those properties as they 
like, calculate what would happen on such conditions and then by 
comparison with facts ascertain whether they are correct. They have no 
means of measuring the properties of the ether except by arguing back 
from observations. So there is no means of measuring pleasure and 
pain directly, but as those feelings govern sales and purchases, the prices 
of the market are those facts from which we may argue back to the 
intensity of the pleasures concerned. Even gravity is known only by its 
effects; we cannot measure gravity itself and merely observe how rapidly 
it causes a body to fall. So we must measure the elements of the human 
mind by its concrete results as manifested in labour, and the amounts of 
commodities consumed and the relative values at which they are 
esteemed. 

The criticisms on the theory which I have yet met do not at all shake 
my confidence in the general correctness of this way of viewing the 
subject, but they show that I have on many points very inadequately 
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explained myself. If I could write the book again I should probably 
put many things in a clearer and simpler light and illustrate them more. 

With sincere thanks for your kind attention to my speculations and 
the agreeable way in which you have written concerning it. 


In the autumn of 1872, Cairnes appears to have approached Jevons 
with a number of queries of a practical nature, to which Jevons replied 
at length in the following letter: 


Jevons to Cairnes: Manchester, 5 October, 1872. 


You will probably have received the copy of the paper which I sent 
in accordance with your desire. I have now great pleasure in answering 
the rest of your letter as far as I am able. 

The increased price of coal appears to me to be mainly due to increased 
demand. The consumption is growing with alarming rapidity. The 
two latest returns of the quantity raised are as follows: 


1870 ae 110,431,000 tons. 
1871 are 117,439,000 tons. 


The quantity raised during the present year will doubtless be 
greatly in excess of the last amount. Incidentally I may mention that 
the consumption is keeping up to the geometrical ratio of increase with 
remarkable exactness as at the assumed rate of 34 per cent. per annum 
the amount for 1871 was calculated from that of 1861 at 117,900,000. At 
present, however, the increase is exceptionally rapid and as the number 
of pits cannot be rapidly increased the coal owners are reaping a vast 
profit. Of course, when there is time to increase the means of supply 
the price must become more moderate—but at the same time there 
must be increase in the cost of production to some extent and the price 
is not likely ever to be as low after one of these great advances as before. 
I think in short that it is during these active periods that the general 
tendency to increase consumption makes itself apparent and in this as 
in many other matters the progressive increase is complicated with the 
ten yearly fluctuation. 

With regard to the course of wages in the U.S. I have no information 
but such as is found in Wells’ reports which are known to you. If there 
is no great hurry I should be happy to ask my brother who is settled 
in New York and also takes interest in such questions whether he can 
find any independent information. The question of prices in India is 
one of great difficulty. I have made some inquiry but have yet obtained 
no more information than what is contained in the paper of Mr. 
Ollerenshaw which I forward. I have also compared the prices of 
oriental produce as given in my pamphlet “ Serious Fall, etc.”, pp. 27-8, 
with the corresponding prices in the Economist of 29 April, 1871. By 
taking a time some 18 months ago we avoid the interference of the recent 
speculative rise. The list which I enclose includes Chinese as well as 
Indian articles—and you will see that some of the principal articles 
have not risen such as rice, sago, rum. I have also given a few prices 
taken from the last Economist but which I have not by me to give fuller 
quotation from, 
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I hardly like myself to attempt to form any opinion on the matter 
without going into very much more inquiry. I have been so much 
occupied with logical questions for the last few years that I have given 
no proper attention to these statistical matters. If, however, you are 
not in any immediate hurry I will endeavour to get the opinions of Mr. 
Ollerenshaw or other men who from the nature of their trade are 
acquainted with prices of Indian articles. 

Thanks for your inquiries concerning my health. I am sorry to say 
that though I have had a holyday for six months I am only partially 
better and have to give up half of my College work during this session. 
But I hope that by taking everything easily I may gradually recover 
my former strength for the most part. 

I was much grieved to hear that you thought it desirable to resign 
your professorship on account of health. I am glad, however, to find 
that you think of republishing your essays. I shall be happy to get all 
information I can upon any point and if I hear from you that there is 
sufficient time I will hope to be able to answer your present queries 
much more satisfactorily. 
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The last of the series of letters from Jevons in the Cairnes 
papers belongs to 1874, just after the publication of Cairnes’s 
Leading Principles. From the content of this letter it appears 
that there had been some further correspondence between the 


two men, which unfortunately cannot now be traced, about utility 
and value. 


Jevons to Cairnes: Manchester, 1 July, 1874. 


As I am just starting for abroad I write a few lines to say that I have 
heard that your treatise on Pol. Econ. is to be reviewed for the Man- 
chester Guardian by Mr. W. H. Brewer, M.A., lately my substitute 
lecturer. As I have previously noticed your two vols. of Essays for the 
same paper I should like you to know that I am not responsible for what 
the same paper says of your new book, but Brewer is a very able man 
and will no doubt do justice in some degree to your treatise. 

I am glad to see what a very flattering reception your book is having 
generally. 

Thanks for your last letter. I see that I had very stupidly written 
valuable at first instead of variable, so that you could hardly fail to read 
it valuable. 

The objection which you make that you do not pay more for your | 
dinner because you are hungry, nor part with the rest of the meat in 
the larder when you have satisfied your appetite, is an ingenious and | 
apparently strong one. The requisite answer would be too long for me 7 
to trouble you with, but the materials for it are given in several parts 
of the “ Theory of P.E.’’. 

Utility is prospective as well as immediate and you keep as much meat 
in your larder as is requisite for a few days. But if there is a greater 
supply of a perishable article than can be consumed at the usual price 
in time, it is sold off at any requisite sacrifice as in the case of an over 
abundant fish market, 
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The objection that you do not pay more for dinner because you are 
very hungry is met by the principle that there cannot be two prices for 
the same article in the same market (p. 91). You pay the current market 
price and if you were charged for hunger at one place you would go 
somewhere else. But in fact when there are many hungry people un- 
satisfied, holders of food who know this take advantage of it and raise 
their prices as in all cases of famine. 

When I began this note I had not intended, however, to get into 
controversy and so beg that you will not trouble yourself to read it, 
and certainly not to answer it, as I should not receive the answer for 
two months. 


From this it appears that although Jevons had still not contrived 
to persuade Cairnes of the truth or importance of his utility theory, 
he still viewed Cairnes’s attitude with patient tolerance. He expressed 
his true view of Cairnes in a letter, written just a week after that 
quoted above, to the Dutch economist d’Aulnis de Bourouill: ‘“‘ Mr. 
Cairnes, as you truly say, has failed to seize the idea of the theory, 
and his objections are consequently of no weight, though he is usually 
a most able economist ”’.? 

Further evidence that Jevons regarded Cairnes as a “‘ most able 
economist ”’ is to be found in his letters to George Darwin, the young 
mathematician who was an enthusiastic supporter of Jevons’s economic 
theories. Darwin was given the task of reviewing the Leading Prin- 
ciples for the Fortnightly. In his article he undertook to show that 
“Mr. Cairnes’s condemnation of the utility doctrine arises from a 
misappreciation or misunderstanding of it”.2 A draft of the paper 
was sent to Jevons, whose comment was: “ All that I have to say 
about the form of the article is that it can hardly be called, as it stands, 
a review of Cairnes’ book, but rather a defence of mine. If you 
publish it as a review of Cairnes’ it would clearly be desirable to say 
something more, in fact much more, at the beginning about the excel- 
lences of other portions of his book. There can be no doubt of the 
value of Cairnes’ discussions of many questions, though on the theory 
of value I think him so unfortunate ”’.? 

When Darwin’s atticle appeared, Jevons at once wrote to thank 
him for it, describing it as ‘“‘ just the kind of article likely to do most 
good in counteracting the ill-considered criticisms of Cairnes”’. But 
he added immediately: ‘‘I quite agree with you that Cairnes’ own 
speculations on value are probably much more sound than his objec- 
tions to other people’s speculations, but I have of late been so much 
occupied in other reading that I have really not read his book properly, 
and look forward to the pleasure of studying it with care. I expect 
to find it confirmatory on the whole of the mathematical theory ”’.4 

1 Jevons to d’Aulnis de Bourouill, 7 July, 1874, Letters and Journal, pp. 309-10. 

2G. Darwin, “‘ The Theory of Exchange Value’’, Fortnightly Review, New 
Series, vol. xvm (1875), p. 252. 


3 Jevons to Darwin, 29 November, 1874, Letters and Journal, p. 327. 
4 Jevons to Darwin, 2 February, 1875. op. cit., p. 330. 
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Of late years, it has become customary to say that Jevons’s work in 
the theory of value did not so much contradict as complement the 
work of the classical economists, and to present this view as in contrast 
to Jevons’s idea of the relation between his own thought and that of — 
his predecessors. This appears correct if attention is paid only to the — 
somewhat exaggerated comments about Mill and Fawcett in the 
Preface to the Theory of Political Economy. But a study of Jevons’s — 
correspondence with and about Cairnes suggests that Jevons himself 
recognised that his theory of value did not contradict the classical 
doctrine as expounded by Cairnes, and that the failure of Cairnes to — 
appreciate the utility doctrine never diminished the great respect 
which Jevons felt for “‘ the last of the classical economists ”’. 


The Queen’s University, Belfast. 
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Comparative Advantage, Graham’s Theory, and 
. Activity Analysis’ 
By E. KLEIMAN 


1. Consider Mill’s model of international trade. It consists of a 
two-economies, two-commodities world, with only one factor of 
production in each economy. Mill’s conclusion was that, in general, 
both countries will be fully specialized, and that the post-trade price 
ratio will depend exclusively on the conditions of reciprocal demand. 
It was Graham who, more than thirty years ago, showed that Mill’s 
assumption of constant returns to scale is not, in itself, sufficient to 
justify his conclusion; and that its validity will, in fact, depend on 
the relative sizes of the two economies and on the relative importance 
of the two commodities. Graham also first drew attention to the 
modifications which have to be made in Mill’s model if it is to be 
applied to cases other than that of the two-economies, two-com- 
modities world. More recently attempts have been made, notably 
by Samuelson (1949) and by Makower (1957), to construct activity 
analysis models of trade. And it has been shown by Whitin (1953), 
that there exists a strong resemblance between Graham’s analysis of 
the multi-economy, multi-commodity case, and the maximization 
procedure of linear programming.? 

In this paper we will show that, under Mill’s assumption of tech- 
nological differences between the two economies, both his and Graham’s 
conclusions have to be modified when the number of the factors of 
production is greater than two. 


2. Graham’s argument was that, under the assumption made by 
Mill, there exist only three ratios of the quantities demanded for 
which Mill’s conclusion—that in equilibrium the price ratio will be 
determined by reciprocal demand—is valid. Of the three, two are 
extreme cases, where only one of the commodities is in demand. 
The third occurs when the two goods are demanded in exactly the 
same ratio in which they could be produced had each country used 
its resources to produce only that commodity in the production of 
which it enjoys a comparative advantage. At this demand ratio a 
price indeterminacy occurs, with the equilibrium price ratio falling 
within the range formed by the domestic transformation-in-production 


4 An earlier version of this paper was read in Professor Meade’s seminar at the 
London School of Economics in Spring, 1957. I am indebted to Drs. Ailsa Land 
and Helen Makower for their helpful comments. 

2 Graham (1923), (1932) and (1948) especially chapter 2. References are listed 
at the end of the article. 

2? See also McKenzie (1955). 
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rates of the two economies. An increase in the price ratio will not 
provoke an expansion in the production of the now more desired 
good as long as it stays within this “limbo” region. It is only when 
the pressure of increasing relative demand pushes the price ratio to 
the level of one of the domestic transformation rates that the producers 
in this country become indifferent as to the relative quantities of the 
two goods which they produce, and are ready to accommodate further 
increases in the relative demand without any further increase in the 
price ratio. As there is only one ratio of quantities demanded to which 
there corresponds a limbo region of prices, it is Graham’s conclusion 
that an equilibrium price ratio which is determined exclusively by 
reciprocal demand will be the exception rather than the rule. 


3. Graham’s analysis is derived from the deduction that, under 
constant returns to scale, to the same price ratio there corresponds a 
range of relative outputs, producers being indifferent as between the 
production of the two goods, as long as the price ratio is equal to 
the rate of transformation in production. A similar analysis may be 
applied to a two-factor, two-goods, closed economy, in which—in 
the production of each of the goods—the two factors are used in 
fixed proportions.1_ A diagrammatical illustration of this case is 
given in figure 1. OC, is the quantity of, say, cloth which could have 


Cloth FIG.1 
Cc, 
=; 

Q 
ce) 


l, L, Linen 


been produced had all the available quantity of the first factor been 
used to produce cloth only, and had there been no limitations on the 
use of the second factor; with the roles of the factors reversed, the 
quantity of cloth which could have been produced is OC,. The 
corresponding quantities of the other good, say linen, are OL, and 
OL,, for the first and the second factors respectively. The line C,L, 
is the transformation curve with respect to the first factor, and C,L, 
is the transformation curve with respect to the second one. The 
quantities of both factors being, in fact, limited, the production 
possibility curve of the economy consists of the lower segments (i.e., 
those nearer the origin) of the two transformation curves, C,Q and 

1A description of the derivation and of the characteristics of the model con- 


structed on these assumptions can be found in most elementary works on activity 
analysis. See, e.g., Chipman (1953), Makower (1957), Samuelson (1949). 
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QL,. Along each of these segments the price ratio will be equal to 
the corresponding transformation rates, and producers will be in- 
different as to the relative quantities of cloth and linen produced. 
But at the point of their juncture, Q, the quantity indeterminacy 
vanishes and is supplanted by a price indeterminacy. Changes in 
the price ratio will not induce producers to divert resources from the 
production of cloth to that of linen or vice versa, as long as the price 
ratio does not become equal to one or the other of the two trans- 
formation rates. We may, perhaps, call the price range corresponding 
to Q the domestic limbo region. For changes in the relative demand, 
equilibrium, in this region, will be restored through adjustments in 
the marginal rates of substitution in consumption, the relative quantities 
produced remaining constant. 


4. A trade model has been developed from the one described above, 
by assuming the existence of two countries, both using the same 
technologies (i.e., factor proportions), to produce the same goods, 
but differing in either or both of their consumers’ preferences and the 
structures of their factor endowments. A world production possibility 
curve, constructed following the general procedure outlined by Lerner 
(1937), is shown in figure 2. It has been shown by Makower (1957), 


Cloth FIG. 2 


World Production 
Possibility Curve 


that in such a world the gain from international trade will be greater 
the greater the differences 


(i) between the ratios in which the factors are available in each of 
the two economies ; 


(ii) between the transformation rates with respect to the two factors ; 


(iii) between the ratios in which the two goods are demanded in 
the two economies. 


And it has also been shown that the gain from trade is maximized 
when the relative sizes of the two economies are such that the “ kink ” 


c 
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in their joint production boundary corresponds to the relative quantities 
of the two goods jointly demanded by the consumers of the two — 
economies. 


5. Alternatively, a trade model can be derived from that of a closed 
economy by assuming that a world market exists in which the economy ~ 
can trade, but which it cannot affect in any way. The existence of, ~ 
and approach to, such a market can be expressed as the introduction ~ 
of new processes of production for both commodities. Any one of ~ 
the goods can now be produced either domestically or in exchange 
for the other commodity. It can easily be shown that when the world — 
price ratio equals either one or the other of the domestic rates of | 
transformation, it will be as efficient to trade as not to trade; i.e., — 
the potential gains from trade will be zero. On the other hand, when ~ 
the world price ratio falls either above or below both the domestic — 
rates, full specialization in production will be more efficient than — 
the domestic production of both goods. With the world price falling 
between the two domestic rates the economy will be producing both ~ 
goods; any gain from trade will then be due to differences between © 
the domestic consumers’ preferences and those represented by the — 
world price ratio. 


6. We may proceed now to examine Graham’s theory in the light 
of our preceding analysis of a two-factors, two-products, economy. 
Consider a “‘ world” consisting of two economies only. Let 
each of these economies have available to it certain given amounts — 
of two factors of production.” Suppose that each country, by using 
quantities of both of its factors, can produce quantities of either or 
both of two goods, say cloth and linen. Suppose also that the rates 
of transformation in production differ both with respect to each of 
the factors and from one country to another. The technical coefficients, 
and the factor endowments, of the two economies are given in Table 1. 


TABLE 1 


Activity 

Titans ee Economy A Economy B 
Commodity Cloth Linen Cloth Linen Endowment 
Clothe. 
Linen .. ee 
Economy A: 

Factor 1 

Factor 2 
Economy B: 

Factor 1 
Factor 2 


—1 


453 Asa bs 


1 Makower (1957), Geometrical Appendix. ‘ 
* The two factors may or may not be the same in both countries. But as they 
are assumed to be immobile this does not make any difference. 
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Given the above data, a world production possibility curve can 
be constructed.1 This will consist of four straight line segments, to 
which there will correspond the slopes 

Ga 2 Gas Coa Gee 

Az, ° Aq, Asg Age 
Assuming that no two of the above four transformation rates are 
equal, a number of cases can be distinguished according to the relation- 
ship in which these rates stand to each other. As we are interested 
mainly in the differences in the rates as between pene rather 
than between the factors, we will write 


a a 
Abieee ; Aga ? 
431 Gai 

a a 
poled: |e ee aie: Peeepea ; 
453 463 


where the capital letters designate the country and the subscript the 
factor; for example, A, is the rate of transformation of cloth into 
linen in country A with respect to the first factor. And we will con- 
centrate on the relationships between the national rates, disregarding 
the factor subscripts. There are six such relationships, three of which 
are the mirror image of one each of the other three. The three are 
Qi Ap <A, a BRB, 
(ii) A, < B,<A,<B, 
(ii) (A, <8, <= By < Aa. 

7. The production possibility curve in figure 3 illustrates the first 
relationship. This case is very similar to that of only one factor of 
production in each country, except that domestic limbo regions do 
occur (Q and S) where prices are indeterminate, and will depend, 


b, by b; L Linen 


within the limits of the region, on the demand conditions. At each of 
these “ national” limbo regions only one of the economies will be 
completely specialized. It is only at R that both the economies are 


1 See Lerner (1937). The actual procedure is, in fact, much easier in the discrete 
case than it is in the continuous one. 
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fully specialized, and the ratio at which the two goods are exchanged 
depends on the conditions of reciprocal demand. Starting from 
somewhere on the segment CQ, an increase in the relative demand 
for linen will be met without any increase in its price, the producers 
in A being on the margin of indifference in production between cloth 
and linen. Once the point Q is reached, the producers in A are off 
their earlier indifference margin. They will continue to produce 
c,C of cloth and Ob, of linen as long as the price ratio remains lower 
than A,. It is only when the price ratio has reached A, that a new 
margin of indifference appears in country A. Once R is reached 
the world is in a limbo region in the sense meant by Graham. Country 
A will be fully specialized in the production of linen, country B in 
that of cloth. The price ratio will be indeterminate, and will depend 
on the reciprocal demands. Suppose the relative demand for linen 
continues to grow. The price ratio will rise till it equals B,. B’s 
producers are now on the margin of indifference and will be producing 
both cloth and linen. The domestic limbo region at S is, of course, 
symmetrical with that at Q, and the same is true of the segment SL 
with respect to CQ. 

8. The production possibility curve in figure 4 corresponds to the 
second case. It differs from the previous one in that there exists a 
range of price ratios common to both economies. Consequently, 
two of the domestic limbo regions coincide. 


1 
1 
| 
| 


b, b2 b, L Linen 


Starting from somewhere on the segment CQ, an increase in the 
relative demand for linen will be met by the producers in A without 
any increase in its relative price. Once the point Q is reached, A’s 
producers will not expand the production of linen unless the price 
ratio rises to Ay. However, once the pressure of the increasing demand 
has pushed the price ratio up to B,, B’s producers will be willing to 
increase the production of linen at the expense of that of cloth. With 
Ob, of linen and Oc, of cloth being produced, B’s producers enter 
their domestic limbo region. They will not increase the production 
of linen until its price rises to B,, and will be producing Oc, of cloth 
and b,b, of linen as long as the price ratio remains within this region. 
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A’s producers are still within their domestic limbo; they will produce 
c,c, of cloth and Od, of linen until the price ratio rises to A,. Thus, 
at R, neither of the economies is fully specialized. The lower part of 
the curve (points on it to the right of, and below, R), is symmetrical 
with the upper part described above. The information derived from 
the curve is summarized in Table 2. 


TABLE 2 
Price Ratio Total World Production Remarks 
Cloth Linen ; 
P<A, OC O Both specialize in cloth. 
P=A, OC>q>Oc,; O<q<0Ob, B specializes in cloth; 
A, indifferent — pro- 
duces both. 
A,<P<B, Oc, Ob; B specializes in cloth; 
A, in limbo—produces 
fixed quantities of both. 
PB Oc,y>q> Oc, 0b,<q<Ob, B, indifferent—produces 
both; A, in limbo— 
produces both. 
Bi<P—@aAs Oc, Ob, Both economies in limbo 
regions. 
P=A, Oc,>q> Oc; Ob.<q<Ob, B, in limbo — produces 
fixed amounts of both; 
A, indifferent — pro- 
duces both. 
A,<P<B, Oc; Ob; B, in limbo—produces 
fixed amounts of both; 
A specialises in linen. 
P=B, Oc3;>q>O 0b,;<q<OL B, indifferent — pro- 
duces both; A spec- 
ializes in linen. 


P>B, O OL Both specialize in linen. 


It is interesting to note that within a very wide range of prices both 
economies will be producing both goods. Complete specialization 
will occur only when the quantity demanded of any one of the goods 
is larger than that which can be produced by one of the countries by 
itself. The classical equilibrium case, with each of the economies 
specializing completely in the production of one good, does not occur 
here; though a price range exists (B, < P < A,) in which equilibrium 
will be reached through the pressure of the reciprocal demand condi- 
tions. Here both economies are in their domestic limbo regions; i.e., 
producers are insensitive to changes in the price ratio, and the decision 
which good to export and which to import will be determined solely 
by the consumers’ preferences in the two countries. 


9. The curve in figure 5 corresponds to the third case. Here all of 
B’s possible price ratios fall within A’s price indeterminacy range. 
The results with respect to A ought to be the same, therefore, as in 
the case of an economy confronted with a world price ratio which 
falls in between its rates of transformation (see sec. 5 above). Starting 
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from somewhere on the segment CQ, an increase in the relative demand 
for linen will be met by the producers in A without any increase in its 
relative price. Once Q has been reached A’s producers will be unwilling 
to expand the production of linen unless the price ratio rises to Ag. 
B’s producers will be specializing completely in the production of 
cloth until the price ratio reaches B,; at this level they will be ready 


b, b2 b; L Linen 


to substitute the production of linen for that of cloth without any 
further increase in its price. At R, B’s margin of indifference disappears, 
and a new one does not appear until the price ratio reaches B,. Both 
economies are, therefore, in their domestic limbo regions, producing 
fixed quantities of both goods for all price ratios within this range. 
The exchange of goods between them will be determined by their 
reciprocal demand conditions. Unless these are known it is impossible 
to say which country will be exporting cloth in exchange for linen, 
and which will be exporting linen in exchange for cloth. With the 
rise of the price ratio to B,, B’s producers are again operating on an 
indifference margin, and an increase in the relative demand for linen 
will be satisfied without any further increase in its relative price. At 
S, B will be fully specialized in the production of linen, while 4 will 
still be in a limbo region, producing fixed quantities of both goods 
as long as the price ratio remains below A,. With the price ratio 
equal to As, A’s producers will once more be on an indifference 
margin, and will be willing to expand the production of linen at the 
expense of that of cloth. In this case a change in the price ratio which 
will cause B to turn from an exporter into an importer of linen may leave 
A’s production pattern unaffected. 


10. How much have Graham’s conclusions to be modified for 
them to apply to the two factors case? Generally speaking, little 
modification is necessary. It will still be true that, for almost all 
relative demands, “ opportunity cost rather than demand is the 
significant factor in the determination of (normal) international 
values”, and that “the ratios of exchange of international com- 


one 
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modities tend to be highly stable ”.1 This is still true, only somewhat 
less so. Relative prices will tend to be stable over narrower ranges of 
quantities produced than in the one-factor-per-country case. And 
demand conditions will more often, though in narrower price ranges, 
be the significant factor in the determination of international values. 
The “establishment of a stable equilibrium other than at one of the 
extremes of the possible terms of interchange”, will be possible 
without the “ simultaneous elimination, in both the trading countries, 
of the industry of comparative disadvantage ”.2 The demand-deter- 
mined price range is, therefore, neither a unique nor an extreme case; 
except, perhaps, that the probability of equilibrium occurring in these 
ranges is smaller than that of it occurring in the cost-determined 
ones. 

Once the two domestic price ranges coincide partially, or fall wholly 
one within the other (the second and the third case, respectively), 
neither of the economies will be fully specialized within relatively wide 
ranges of relative outputs. Furthermore, in both cases price-ranges 
will exist where the price ratio will be determined by the conditions 
of reciprocal demand, with both countries producing both goods. 


11. It has been our intention in this paper to draw attention to the 
modification of the law of comparative advantage which is made 
necessary by the assumption of more than one factor of production 
in each economy. The enumeration and interpretation of all the 
possible cases would require a more extensive study. It may be 
mentioned, however, that a possible line of approach seems to lie in 
regarding the inter-national differences in the transformation rates 
with respect to a given factor as differences in the relative efficiencies 
(in the production of different goods) of the factor. Thus, for example, 
suppose 

a31 as) 


where a3, and a3. are the inputs of one of the factors required in A 
to produce one unit of linen and one of cloth respectively, and a3,’ 
and a,,” are the inputs similarly required in B. We may, perhaps, 
say that in country A this factor is less efficient in the production of 
linen, relatively to that of cloth, than it is in country B.* Also, the 
number of possible combinations increases not only with the number of 
countries, the number of goods, and the number of factors, but also 
with the number of processes available to each country as well. The 


1 Graham (1948), pp. 16-17. 
2 Ibid. 


% Suppose that the probability of the demand ratio falling on any one point 
along the production possibility curve is the same; then the probability of its falling 
on a definite, and limited, number of ‘“‘ kinks ” is smaller than that of its falling on 
points along the straight line segments. 

4 The case A,=B,, A.=B,, is treated, though from a different angle and in a 
different method, in Lancaster (1957), section v. 
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study of these, as well as that of the effects on trade of “ trigger 
effects ”1 in the technology, seems to deserve some more attention. 


Falk Project for Economic Research in Israel, Jerusalem. 
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On Stability in the Sense of Harrod 


By DALE W. JORGENSON 


Perhaps the most interesting attribute of the Harrod model of 
growth is contained in the following fundamental theorem:} 

If the aggregated result of trial and error by numerous producers 
gives a value of G which is different from G,,, there will not be any 
tendency to adapt production towards Gy, but on the contrary, a 
tendency to adapt production still farther away from it whether on the 
higher or lower side 


where G is the actual rate of growth, and G, is the warranted rate. 
This theorem has achieved widespread acceptance,? at least as a 
theorem about the Harrod model if not as a proposition true of some 
particular economic system. Yet there is still some confusion about 
the conditions required for rigorous proof of this theorem, even for 
simple versions of Harrod’s model. 


I 


At the outset it should be noted that there is no universal agreement 
on the definition of stability for systems involving growth. There 
are at least two different notions of stability in Harrod’s presentation. 
(1) Instability means departure from the line of warranted advance, 
i.e., from a particular time-path of output;? (2) Instability means 
that the actual rate of growth departs from the warranted rate; the 
latter is the definition implied in the passage quoted above. This 
second definition has been called “ instability in the sense of Harrod ” 
by Alexander. The same definition underlies Baumol’s discussion 
of the instability of the Harrod model.® 

In the theory of growth “ stability ’ is used in yet a third sense: 
stability of balanced growth, or stability of the proportion between 
the components of the growth model. An example of balanced growth 
in the Harrod model is the warranted growth situation where capital 
and output remain in fixed proportions even though both are growing. 
This type of stability may be called “ relative stability ”, because the 
components of the growth model remain constant relative to each 


1R. F. Harrod, Towards a Dynamic Economics, 1948, p. 87. 

2See, among others: T. C. Schelling, “‘ Capital Growth and Equilibrium ”’, 
American Economic Review, vol. xxxvm (1947), p. 870; W. J. Baumol, Economic 
Dynamics, 1951, pp. 46-53; D. Hamberg, Economic Growth and Instability, 1956, 
esp. pp. 202-4; R. G. D. Allen, Mathematical Economics, 1956, pp. 74-9. 

3 Harrod, op. cit., p. 86. 

4S. S. Alexander, ‘‘ Mr. Harrod’s Dynamic Model’’, Economic Journal, vol. 
Lx (1950), p. 729, n. 1. 

> Baumol, op. cit. 
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other. A formal definition of ‘‘ relative stability 1 is that the relative 
proportions of the components in a particular time-path approach 
some limit. The limiting proportions are then relatively stable.2 For 
the case of a system of linear difference equations, the proportions 
which are stable are associated with the ‘‘ dominant” root, which is 
taken to be the largest characteristic value of the system. This fact is 
well known for the second-order case.* But then this “‘ dominant ” 
root or dominant rate of growth is stable along with the associated 
proportions. Hence stability in the sense of Harrod and “ relative 
stability ’ are equivalent. 


II 


Four separate attempts have been made to supply proof for Harrod’s 
theorem.* The first proof to appear is that of Harrod. His proof 
depends on two premises: First, that G, > G, warranted rate of 
growth greater than the actual rate of growth, implies that C, < C, 
that the required rate of investment is less than the actual rate. His 
second premise is that orders must increase if excess demand is positive 
in the preceding period. To show that these premises are not sufficient 
to imply relative instability, it will suffice to construct a simple model 
which will serve as a counter-example. First, by definition, saving is 
equal to actual investment: 


sX,7= C(X)-X,_) shade boaints weld oy eilalish wliehets tele oe baht s eeeneinne (1) 
where X, is the level of national income in period ¢ and s is the average 


propensity to save. The warranted rate of growth is attained when 
the actual rate of investment is equal to the required rate, that is: 


DP) Cae 1 PAD OWA eee GAC es (2) 
The warranted rate of growth is calculated from the formula: 
X,-X, s 
Gf eh Ee rahe MER igre tis ce ee 3 
X41 C, ( ) 


Substituting actual investment for required investment, we find that 
the actual rate of growth is given by: 


Comparing (3) and (4), it is easily seen that if G, > G, then C, < C, 
which is Harrod’s first premise. 


1“ Relative stability ’’ is used in the same sense by R. Solow and P. Samuelson, 
‘* Balanced Growth under Constant Returns to Scale ’’, Econometrica, vol. xx1 
(1953), pp. 412-24; see also D. Hawkins, ‘“‘ Some Conditions of Macroeconomic 
Stability ’’, Econometrica, vol. xvi (1948), pp. 309-22. 

2 For details of application, see below. 

3 See, among others, P. A. Samuelson, ‘‘ Dynamic Process Analysis’’, in H. 
Ellis ( ed.) A Survey of Contemporary Economics, 1948, p. 381. 

‘Harrod, op. cit., W. J. Baumol, ‘‘ Formalisation of Mr. Harrod’s Model ”’, 
Economic Journal, vol. Lix (1949), pp. 625-9; Alexander, Joc. cit.; Allen, op. cit. 

5 Harrod, op. cit., pp. 85-6. 
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Next we may define the excess demand for investment goods as 
follows : ; 
Die CX 5 £7) = OC (Ap aX Gy al Oe eae ae Se (5) 
where D, is the excess demand for investment goods in period 1; 
excess demand is the difference between required investment and 
actual investment. Of course, D, may be negative if actual investment 
is greater than required investment. To complete the system it is 
necessary to adopt a particular hypothesis about the reactions of 
entrepreneurs to the disequilibrium situation. It is assumed that they 
set output levels so as to increase the excess demand for investment 
goods if excess demand is initially positive or so as to decrease the 
excess demand if it is initially negative. The disequilibrium mechanism 
may be given the following simple form: 


Fa LAPORTE gH ed 9 ee Gee (6) 


where k is the rate of expansion (or contraction) in excess demand; 
it is assumed that k is positive and constant. Clearly, this mechanism 
satisfies Harrod’s second premise, since excess demand in period t-— / 
leads to a positive increment in excess demand in the following period. 
The complete system composed of the equality between ex ante 
saving and actual investment on the one hand and the disequilibrium 
mechanism on the other satisfies both of Harrod’s premises. It remains 
to be seen if his celebrated theorem follows from these premises. 

To begin the discussion we use the definition of the disequilibrium 
variable (5) and the saving-investment relation (2) to derive the follow- 
ing equation: 


Dye CCX PX) SAGE tase taly noo ead eae (7) 
Solving this equation for X, we have: 
Ry 1 

va ( +z) Het tien Dele bi bse (8) 


Next, recalling that s/C, is the warranted rate of growth G,, and that 
the disequilibrium mechanism implies : 


| ASEM (| 8S Wi RO VON Oa eee vere hn (9) 


that the disequilibrium variable is growing at the rate k. The equation 
(8) may be rewritten: 
I1+k 


X =i + Gy) Xin + C 


which is an equation giving income this period as a function of income 


Diese eye en ne (10) 


1 This definition of excess demand assumes that Cr(X+ X1-7) is both the rate of 
investment required to maintain equilibrium between capital stock and income and 
that required to maintain the equilibrium rate of growth. In fact, these amounts 
are only approximately equal. The approximation becomes worse as excess capacity 
grows or as production exceeds normal capacity. To take into account the difference 
between required investment and induced investment it would be necessary to 
discuss a flexible accelerator. To focus attention on Harrod’s rigid accelerator, 
which is often thought to be the source of knife-edge instability, we disregard this 
important and interesting distinction. 
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last period and excess demand for investment goods last period. 
Combining this equation with (5), the disequilibrium mechanism, we 
have a complete system which may be written as follows: 


X= (4 GD YS Ge DCD ee eee (11) 
D,= Ud +4) D,.1 


so that each of the two quantities—income and excess demand—is 
a function of previous values of income and excess demand. 

The complete system is decomposable in the sense that it contains 
another, simpler, system. To show this, let us suppose that D,,= 0. 
Then the first of the two equations collapses into: 


EEG Ue CURE A Bia ie (12) 


which is the familiar Harrod-Domar growth model. The second 
equation states simply that provided that excess demand is initially 
zero, it will remain so, and income will continue to grow at the war- 
ranted rate. The complete system (11) is of second order; one of its 
two characteristic roots is unity plus the warranted rate of growth, 
as demonstrated by (12). Associated with this characteristic root is 
a solution in which income is growing at the warranted rate and 
excess demand is zero. The second characteristic root of the system 
is unity plus k, the rate of growth of excess demand. To show this 
the complete system may be reduced to a second-order equation in 
income: 


X,-[(2 + G,) +0 +4] X14 GU + G,) Wd + &) X,2=0 (13) 
which has the solution: 
A= A(1e Gola B CE Ree aa. enuet cea eee (14) 


where A and B are determined by initial conditions with B=0 if 
D,, the initial value of excess demand, is zero. 

The theory of relative stability tells us that the system will be rela- 
tively stable, that is, that the system will return to the warranted rate 
of expansion if 7 + G,, is the dominant root of the system, that is, 
if G,, > k. But we have required only that k is positive; the possibility 
that k < G, cannot be excluded on this hypothesis alone. Therefore 
the system may be stable rather than unstable. This counter-example 
shows that Harrod’s two premises are not sufficient to imply instability, 
at least for the particular disequilibrium mechanism we are considering. 
An alternative way to view the stability of the Harrod growth model 
when k < G,, is to examine the balanced growth solution associated 
with G,,, the dominant rate of growth. In this balanced growth 
solution the two components correspond to D, and X,, excess demand 
and output. But D, / X, goes to zero as f increases, so that the balanced 
growth solution is that associated with equilibrium, where D, is zero. 
If the system is stable, excess demand for investment goods will vanish 
relative to output after sufficient time. 


Peo Se See a 


cee er aT 
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A second attempt to establish the validity of Harrod’s theorem is 
that of Baumol.! Baumol considers a special case of the model just 
considered; in our notation he assumes that C.-=1+k.:- This is 
easily seen to be insufficient for proof of Harrod’s theorem by con- 
sidering the following numerical values of the parameters in the model: 
nN) 9 — Se IN UNIS) CaserG nISm=2 oe and) k= 20 sm hencemthe 
system is relatively stable. Baumol? gives as a condition of instability 
that C,> 1. But this condition is satisfied by our example demonstrat- 
ing that Baumol’s condition is not correct. For the numerical values 
we have given, the system is relatively stable; the actual rate of growth 
will approach the warranted rate as time goes on; furthermore, the 
proportion of excess demand to total output will become smaller and 
smaller. 

R. G. D. Allen presents the model just discussed, following Baumol.* 
Allen offers as a sufficient condition for instability the following: 
C, > 1 -s, which is less stringent than the condition given by Baumol.* 
But this condition is satisfied by our numerical example showing that 
Allen’s argument is not correct. Examination of the condition given 
by Allen shows that it is required that at least one of the two character- 
istic values of the system be real, positive, and greater than one. But 
if the warranted rate of growth is the dominant rate of growth of the 
system, this condition may be satisfied and the warranted rate of 
growth may be stable. 

A final proof of Harrod’s theorem is that of Alexander. The 
premise from which Alexander deduces Harrod’s theorem is as follows: 
“If in any period investment ex post is less than the justified invest- 
ment, entrepreneurs will in the next period increase the rate of growth 
of production ’’.6 This condition may be shown to be precisely equiva- 
lent to the requirement that the time-path associated with the war- 
ranted rate of growth is relatively unstable. The rate of growth in 
period ¢ is given by: 

X,- X11 oe D, 

x, t-l C, C, x, t-1 

The rate of growth in period ¢ + / is given by a similar expression: 
Appio 4a S Dis 


x, CC ee er (16) 
But, Alexander requires that if D, is positive, then the rate of growth 
in period t + / is larger than in period ¢. But this implies: 

Dy1 D, Dr1 = xX 


C,X, t C,X, tl ; D t xX, t-l 


1 Baumol, op. cit. 

2 Ibid., p. 629. 

3 Allen, op. cit. 

4 Ibid., p. 77; see also p. 200. 
5 Alexander, Joc. cit. 

8 Ibid., p. 728. 
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which, in turn, implies: 
TEARS ARG) sha Se eerie tee hears (18) 


which is precisely the condition for relative instability of the warranted — 


rate of growth. It is clear that Alexander’s condition is sufficient to 


imply instability in the downward direction as well, at least for the 


simple model we have considered. The arguments of Alexander and 
Baumol are not equivalent nor is one a generalisation of the other.* 


Ill 


There is no a priori reason to presume that Alexander’s postulate — 


is true. Even if it seems plausible that (a) excess demand will generate 


an increase in excess demand and (b) that orders will increase in the ~ 
succeeding period if excess demand is positive in this period, it is still — 
required in addition that the rate of growth of excess demand, k in © 


our simplified model, must be greater than the warranted rate of 
growth. This additional requirement does not seem so plausible as 
the first two requirements. Secondly, if we reject Harrod’s hypothesis 
that excess demand increases in every period, k (the coefficient of 
adjustment) may assume negative values. But if k is negative and less 
than 2 + G, in absolute value, the system is always stable. These 
conclusions indicate the inappropriateness of Harrod’s assertion 


that ‘“‘...in the dynamic field we have a condition opposite from that ; 
which holds in the static field. A departure from equilibrium instead — 


of being self-righting, will be self-aggravating ”’.? 

It is possible to conceive of very simple disequilibrium mechanisms, 
satisfying all the postulates of Harrod’s theory of growth and involving 
no changes in the parameters of the system, which lead a dynamic 
economy back to equilibrium growth rather than away from it. 


University of California, Berkeley. 


1 But see, to the contrary, Hamberg, op. cit., p. 74, fn. 15; Allen, op. cit., p. 77. 
( 2 R, F. Harrod, ‘‘ An Essay in Dynamic Theory ’’, Economic Journal, vol. xx 
1939), p. 18. 
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A Note on Fox’s Theory of Second-Hand Markets 


By H. LAURENCE MILLER, JR. 


A paper in this journal by the late A. H. Fox probes further into 
the theory of second-hand markets than any other work known to me.! 
It offers many useful suggestions and observations. There is a major 
difficulty, however, in Fox’s treatment. His model of used goods 
markets leads him to state erroneously that an increase in the demand 
for used goods leads to no change in the level of second-hand prices 
if the supply of new goods is perfectly elastic.2 It implies, moreover, 
contrary to common sense and to Fox’s own assertions, that first 
owners of durable goods do not gain from the existence of second-hand 
markets. This note explains this criticism and attempts to set the 
analysis right. 

I 


It will be useful to consider briefly the fundamental characteristic 
of Fox’s model of second-hand dealings. We shall concern ourselves 
here solely with second-hand exchanges in a world that is static except 
for annual model changes (or other conditions) leading to variations 
in the services rendered by a durable over time. We ignore the rdéle 
that changed circumstances play in exchanges of used goods. 

Fox presents first an analysis of the economics of replacement 
where the individual wishes to minimise annual cost excluding interest.® 
In figure 1, time is measured along the horizontal axis. P is the price 


Cost 


Pp P 
Q 
Q 
Ms T Years ORAS Tyears 
Figure | Figure 2 


1A, H. Fox, “ A Theory of Second-Hand Markets”, Economica, N.S., 
vol, xxIv (1957), pp. 99-115. 

A number of empirical studies of demand for durable goods have appeared 
recently. The most interesting treatment of markets for used goods is in M. J. 
Farrell, ‘“‘ The Demand for Motor Cars in the United States ”, Journal of the Royal 
Statistical Society, vol. cxvu, A (1954), pp. 171-201. 

2 Fox, loc. cit., p. 109. ‘ 

3 This is exactly equivalent to “‘ maximum mean annual growth” as a concept 
of financial maturity in forestry literature, and is subject to the criticism to which 
that concept is exposed; see M. M. Gaffney, Concepts of Financial Maturity of 
Timber and Other Assets, Department of Agricultural Economics, North Carolina 
State College, 1957, pp. 61-5. For the purposes of this note, it is important only 
that consumers have some rationale concerning the most economic time to replace. 
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of a new good. Repair costs are assumed to be a continuous and 
increasing function of time. The curve PH represents the sum of P 
and the cumulative total of repair costs. The minimum cost per year 
of owning this durable is RT/OT, obtained by replacing the durable 
at time JT. A scrap value obtainable at T would shift PH downward 
with an effect on the optimum time for replacement and on the mini- 
mum cost. 

PT in figure 2 is simply the difference between PH and OG in figure 
1. It shows the sums of money which would compensate the owner 
of a durable for earlier replacement than would otherwise be optimal. 
By construction, the consumer who pays P and keeps the durable to 
T, the consumer who pays P and sells the good for the amount indicated 
by PT at a time short of T, and the consumer who buys the good for 
that amount then and holds it to T- all pay the same price per year 
for the services of the durable. Thus, PT is a type of indifference 
curve. 

To introduce an incentive for exchanges of goods, Fox assumes 
that there is a body of fashion-conscious owners for whom the appro- 
priate indifference curve is PS in figure 2. PS indeed is now to be 
regarded as the supply curve of N first owners. We may ignore the 
way in which Fox introduces demand and note only that the price of 
second-hand goods in Fox’s analysis will be, for example, Q with N 
first owners purchasing N/A new units per year. First owners have 
the goods from O to A, second owners from A to 7.4 Now the funda- 
mental and ultimately misleading characteristic of Fox’s analysis is 
the idea that the given number of first owners responds to changes 
in the price of second-hand goods simply by changing the time of 
replacement at no gain or cost to themselves. Thus, in Fox’s hands, 
an increase in the demand for used goods leads in the new long-run 
equilibrium to a higher price such as Q’, earlier replacement at A’, 
an increase in current production to N/A’, etc.? 

It is obvious that first owners are no better off with exchanges or 
trade-ins than without them in this model. Although a higher unit 
price of used goods prevails, the price per year to first owners is the 
same with replacement at S, A, and A’. Fox’s model, consequently, 
is hardly satisfactory for throwing light on the gains which fashion- 
conscious owners receive from the existence of used markets.* Fox 
is led also to say that “‘... where supply in the new market is infinitely 
elastic, a change in second-hand demand does not involve any change 
in the level of second-hand prices ”’.4 This, of course, is a corollary 

1 Figures 1 and 2 are equivalent in all essential respects to Figures 1 and 2 in 
Fox, Joc. cit., p. 102. 

2 See ibid., pp. 108-9. 

3 Extending far beyond [the rdle of a second-hand market in solving problems 
of divisibility and flexibility, overcoming the unit cost and liquidity barriers to 
ownership], however, is its role in facilitating an earlier replacement by the fashion- 
conscious than would otherwise be possible by virtue of the fact that a considerable 


resale value may be realised.’’ Jbid., p. 114. 
4 Ibid., p. 109. 
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to our observation above. Changes in second-hand demand leave 
first owners wholly unaffected. 

Something is clearly wrong with a model which implies that first 
Owners gain nothing from the existence of second-hand markets. 
A second-hand market adds a degree of freedom. And the gain from 
this freedom cannot be claimed entirely by the purchasers of second- 
hand goods. The basic fault in Fox’s analysis lies in its use of an 
indifference curve as a supply curve. Shifts in ownership toward 
earlier or later replacement, higher or lower qualities, occur only in 
response to price changes. 


II 
The essential character of these activities can be easily sketched 
without attempting a full portrayal of actual markets. Consider a 
good which lasts only two years and is either bought new and kept 
for one year or bought used at the age of one year and discarded at 
the end of its second year. The limitation to two years is not crucial 
to the analysis. In figure 3, D, represents demand for the services 


Cost 


Figure 3 Annual Sales 


the good renders in its first year, D, represents demand for the services 
in the second. Following Fox, we assume for simplicity that D, and 
D, are independent. D, is obtained by summing the two demand 
curves vertically. It shows the revenue obtainable per unit (ignoring 
interest) from sale of the services of the durable over its lifetime. C 
is the cost per unit of supplying the good new, here assumed constant. 
Figure 3 is a diagram applicable to a case of joint production. Here 
the joint production is of first and second years of service.1 Long-run 
competitive equilibrium would result in an industry output of X with 
prices P, and P,, the sum of which just equals C the cost of production. 
These prices would prevail if all consumers rented rather than owned 
the goods in question. They are representative also of those which 
would be established as a result of transactions involving owner- 


1See P. O. Steiner’ s analysis of the ‘* peak pricing ’’ problem in ‘‘ Peak Loads 
and Efficient Ao ae i Quarterly Journal of Economics, vol. Lxx1 (1957), pp. 585— 
610; also, J. Hirschleifer, “‘ Peak Loads and Efficient Pricing: Comment” 
Quarterly Journal of Economics, vol. Lxxm (1958), pp. 451— 62. 

The joint production characteristic of different years’ services is a useful first 
approximation. Manufacturers can, of course, alter the durability of their products. 
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consumers. In the latter case, first owners would purchase new goods 
for C and receive a trade-in allowance of P, one year later. C minus ~ 
P, equals P,. Second owners receive the services of a one-year-old ~ 
good for the price of P,. Suppose now that the demand for one-year- 
old goods increases. In long-run equilibrium, industry output per 
year will rise to X’ and the new prices P,’ and P,’ will prevail. Although 
the supply of new goods is perfectly elastic, the level of second-hand 
prices changes. 

Fox’s conclusion regarding the effect of a law limiting the life of a | 
durable on production of new goods is correct.1 It is easy to see with 
the aid of figure 3 that a law requiring discard after one year could 
lead to a complete cessation of sales of new units. 


This analysis admittedly abstracts from some of the characteristics — 
of actual markets. We hope to examine the many interesting properties — 
of markets for durable goods in more detail in a later paper. With — 
regard to the points in Fox’s treatment with which we have taken 
issue, however, the remarks above appear to be quite general. 


University of California, Los Angeles. 


1 Fox, Joc. cit., p. 113. 
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Majumdar on “ Behaviourist Cardinalism ””* 
By RicHARD G. DAvis and WALTER G. MELLON 


The von Neumann-Morgenstern utility theory has recently been 
examined in this journal by Tapas Majumdar in a note which is 
extremely critical of its verifiability and usefulness.?, Unfortunately 
the relevance of Mr. Majumdar’s remarks is severely restricted by 
several fundamental misconceptions about the nature of the utility 
theory under discussion. Since similar views are stated in the author’s 
book on utility theory and since his discussion is described as 
“adequate” by the reviewer in this journal and tacitly approved in 
other reviews,* it is thought worth while to indicate briefly our objec- 
tions to his interpretation. 

The basic difficulty is that Majumdar interprets the theory not (to 
use Luce’s distinction) as an algebraic theory, which it is, but as a 
probabilistic one, which it definitely is not.4 The entire discussion 
in sections II and III of Majumdar’s paper rests on the supposition 
that von Neumann and Morgenstern assume that an individual will 
choose an object (whether certain outcomes or probability mixtures 
of outcomes, he does not make clear) with a probability which may 
be different from zero or one. In fact these authors assume that a 
person has definite and fixed preferences over the entire possible 
range of certain outcomes (an apple versus a pear) and over all possible 
probability combinations of them (a 50 per cent. chance of an apple 
and a 50 per cent. chance of a pear versus a 60 per cent. chance of an 
orange and a 40 per cent. chance of a peach). This is the point of 
axioms 3:A to 3:A:b proposed in the Theory of Games and Economic 
Behavior. Such notions as “ weak preference”? and “ weak rejec- 
tion” cited by Majumdar are completely inadmissable in this 
framework 

It is true that probabilistic considerations enter into the formulation 
of the von Neumann-Morgenstern theory, but in an essentially different 
way. The essence of it is that while, as Majumdar points out, previous 
utility theories assume the individual is confronted with certain 
“sure ” choices (‘‘ If I were offered a banana or a pear, which would I 


1 The authors are indebted to Professor Oskar Morgenstern for comments on 
an earlier draft of this paper. 

2 Tapas Majumdar, “* Behaviouristic Cardinalism in Utility Theory ”, Economica, 
February, 1958, pp. 26-33. 

3 Tapas Majumdar, The Measurement of Utility, 1958. Chapter viii appears to 
be a somewhat expanded version of the paper cited above. See a review by W. E. 
Armstrong, in this journal, November, 1958, pp. 351-2. 

4R. Duncan Luce, Individual Choice Behaviour, A Theoretical Analysis, 1959, 

ns 
“ 5 J. von Neumann and O. Morgenstern, Theory of Games and Economic Behavior, 
second edition, 1953, p. 26. 
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take ?”’), in the theory of games the individual is also confronted with 
choices between probability combinations of the sort mentioned 
above. But the point to be emphasised is that von Neumann and 
Morgenstern assume that if a person were confronted with the pro- 
bability combinations mentioned, he would always pick either one or 
the other, not sometimes one, sometimes the other. 

Majumdar’s remarks to the effect that it would be operationally 
difficult, if not impossible, to determine whether a person’s utility 
function has shifted are therefore completely irrelevant.! It is true 
that recent work has been done in utility theory which assumes that 
for any pair of choices x and y we must deal with a probability of x 
being chosen over y which is, in general, different from zero or one. 
For such a scheme Majumdar’s scale of preference from strong 
preference (x always chosen over y) to strong rejection (y always 
chosen over x) makes perfectly good sense. This “ probabilistic ” 
approach to preferences has been developed in a particularly striking 
way by R. Duncan Luce.? This author is at great pains to point out 
the fundamental differences between himself and the advocates of 
the so-called “‘ expected utility hypothesis’ on precisely this point. 

We also feel called upon to take exception to two other comments on 
the von Neuman-Morgenstern theory offered by Majumdar. In section 
Ill of his note he states that, because the utility index derived in the 
Theory of Games is unique up to a linear transformation, we can 
order not merely the relative preferences of A over B over C, etc., 
but “‘ we can also order the relative preferences of A over B; B over 
C, etc.”’. This he interprets as an ordinal measure of welfare improve- 
ments. In fact no such interpretation is warranted in the context of 
this theory. Suppose the von Neumann-Morgenstern utility of A 
is 100, of B, 90, of C, 10 for some individual. Can we conclude from 
this that if the person were in situation C he would rather move to 
B “by more than” he would like to move to A from situation B? 
No such conclusion is intended and in fact one could raise serious 
doubts as to whether the question is meaningful.* 

Finally, Majumdar claims that the usefulness of the theory is severely 
limited by the limitations on the sorts of “ prizes’ or “ objects” for 
which the utility measure can be applied. He states that the object 
must be “ quantitatively measurable”’, like money; that it cannot 
be such things as alternative social policies, or “ indivisible alterna- 
tives’. Such statements are unfounded and no such implication can 
be drawn from the axiomatic statements in the Theory of Games or 
elsewhere. In fact the von Neumann-Morgenstern index has, in effect, 


1 Of course Majumdar has pointed up a difficulty in the empirical derivation of 
utility functions that might be of considerable practical importance. The difficulty, 
however, applies no less to the ordinal theory. 

2 Luce, op. cit., pp. 75-7. 

3 For further discussion of this point see D. Ellsberg, ‘‘ Classical and Current 
Notions of ‘ Measurable Utility’ ”’, Economic Journal, vol. Lx1v, September, 1954, 
or R. Duncan Luce and Howard Raiffa, Games and Decisions, 1957, p. 32. 
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been used to consider alternative “ social policies’ and “ indivisible 
goods”’.1_ Perhaps Majumdar has confused this problem with the 
entirely different issue regarding so-called “transferable utilities ”’ 
required for parts of the theory of games itself. Here indeed it is 
convenient to assume that the “ prizes” or “‘ goods” are perfectly 
divisible and quantitatively measurable items.2 No such limitation, 
however, attaches to the utility theory which is used in, but which in 
no way depends upon, the game theory context. 


Princeton University. 


A Reply 
By 


TAPAS MAJUMDAR 


There appear to be three counts on which I am found guilty by 
Richard G. Davis and Walter G. Mellon of misunderstanding the 
fundamental behaviourist cardinalist position in utility theory. In 
the first place, my “ weak” preferences (or rejections) are said to 
have no relevance at all for the von Neumann-Morgenstern case 
where “ if a person were confronted with the probability combinations 
mentioned he would always pick either one or the other, not sometimes 
one, sometimes the other ’’. In the second place, if utility is measurable 
up to a linear transform, and if, say, the numbers 100, 90 and 10 in 
one instance are used to represent the utilities attached to A, B and 
C respectively, then this is not intended to mean, they assert, that 
“if the person were in situation C he would rather move to B ‘ by 
more than’ he would like to move to A from situation B’’. In the 
third place, it is held that the object of choice in the von Neumann- 
Morgenstern utility theory need not be quantifiable. These three 
charges are briefly treated below in the order in which they have been 
made. 

I find that I can easily sympathise with the first accusation and see 
that the logical distinction has to be made between a statistically 
defined choice and a choice that is definite (“ two-term-consistent ’’) 
but made on estimation of probabilities. But if this distinction 
between the “ probabilistic’? and the “algebraic’’, to use Luce’s 
terms’ as quoted by my critics, is blurred in the behaviourist’s own 
experiment for measurement of utility so that the one is no longer 


1 See for example, R. B. Braithwaite, Theory of Games as a Tool for the Moral 
Philosopher, 1955. Many other examples are cited throughout Luce and Raiffa’s 
book. 

2 For a good discussion of the transferable utility problem see Luce and Raiffa, 
op. cit., p. 168. 

3 Luce’s work, to which the critics make frequent reference has not, unfor- 
tunately, been available to me. 
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extricable from the other,! then the fault certainly is not mine. If 
I am not mistaken, an experimental “ verification”’ of measurable 
utility uses an initial position of indifference comparison between two 
** prospects’ before the subject. If so, then this is the crucial point 
where the two meanings of choice start getting mixed up. If you are 
a behaviourist, then the only meaning of indifference you can accept 
is that it is a position where the subject actually chooses either alterna- 
tive with more or less equal frequency. In other words, if you do not 
relax the condition of two-term consistency, you simply do not have 
indifference on behaviourist terms. Therefore, an indifference com- 
parison as an experimental step in the measurement of the utility 
index immediately conflicts with the assumption that the person would 
** always pick one or the other probability combination and not some- 
times one, sometimes the other’’. And from statistical indifference 
to statistical (i.e., weak) preference, one would have thought, is even 
less than one casual step. 

The second point, to a non-mathematically oriented person like 
myself, is even more astounding. I may be shocking the pundits, 
but if A(100), B(90), C(10) have utilities known in a way that the 
utility function is found to be unique up to a linear transform (A is, 
say, meeting a person I like; B meeting a person I do not dislike; 
C meeting a man mildly suspected of having homicidal leanings), 
then I am quite clear in my mind that “if I were in situation C I 
would rather move to B by ‘ more than’ I would like to move to A 
from situation B”’. And I do not see that by simply committing this 
** outrage’ on the meaning of measurability up to a linear trans- 
formation I should expect to find myself landing in the lap of, say, 
Sir Dennis Robertson. 

The third point again is somewhat like the first. One does not come 
to see the snag in it until one remembers the small matter of empirical 
“* verifiability > promised to all behaviourist hypotheses. It is both 
easy and interesting to assume, for example, that our subject can 
compare an 80 per cent. probability of a copy of The Times being worth 
reading with a 70 per cent. probability of a small cake being worth 
eating; or perhaps, even that he can face with certain fortitude 
situations of higher mathematical complexity. But then, what about 
your “‘ experimental verifications ’’ ? How do you set up a controlled 
experiment for the testing of the von Neumann-Morgenstern index 
with “‘ alternative social policies ’’, for example, as objects of choice ? 
So long as a Mosteller-Nogee type of experiment continues to flourish 
only under the relatively simple conditions of dice-and-poker games 
and known money prizes, it is not for the followers of the von Neumann- 
Morgenstern index to complain if people are “ extremely critical of 
its verifiability and usefulness’. 

1See, for example, Mosteller and Nogee, ‘“* An Experimental Measurement of 
Utility ”, Journal of Political Economy, October, 1951, and Friedman and Savage, 


“The Expected Utility Hypothesis and the Measurement of Utility’, Journal of 
Political Economy, vol. Lx, 1952. 
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It is one thing to lay down the elegant axiomatics of a cardinal 
utility index; quite another to expound such an index in terms of 
falsifiable hypotheses. I have no quarrel with the purely formal, 
non-falsifiable, non-demonstrable contents of the von Neumann- 
Morgenstern index; my difficulty is only with the Friedman-Savage 
line of meaningful behaviourist interpretations of it. But from my 
critics’ complete silence over this (to me) crucial question of experi- 
mental verifiability, and the fairly large body of literature that has 
grown round it, one can only wonder whether they have not remained 
completely ignorant of my specific use of the adjective “‘ behaviourist ” 
in the sense “ operationalist”’ as the description of the school of 
utility theory I had examined. 


Presidency College, Calcutta. 


1See my Measurement of Utility, pp. 24-26; 78-81, etc, 
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The Public Economy’ 


By JACK WISEMAN 


I 


During the period from Ricardo to Keynes, the literature of public 
finance developed primarily in an historical and institutional rather 
than an analytical context. There were, of course, notable analytical 
contributions from particular economists (Ricardo, Wicksell, Edge- 
worth, Pigou) and on particular problems, and there was lively 
discussion of the normative approach to budget determination among 
Continental economists around the turn of the century. But before 
Keynes we find little sustained interest in the analysis of the general 
relationship between the economic activities of the public sector and 
the behaviour of the economy as a whole. The outstanding contribution 
is perhaps that of Pigou, who built upon the work of the Continental 
economists to produce an extension of his welfare theories to cover 
the revenue and expenditure policies of governments. It is fair to say, 
however, that this extension, while logically rigorous, involved such 
drastic simplifications of the nature and characteristics of government 
that it never attracted the interest accorded to welfare economics in 
other contexts ; Pigou’s unitary being was a little too much for even 
the most devoted and abstract of theoreticians. 

The situation has changed in important respects since the develop- 
ment of macro-economics, with which, says Professor Musgrave, the 
“new concepts of fiscal policy and compensatory finance moved 
budget policy to the very heart of the economic mechanism”. But 
although there has indeed been considerable integration of public and 
private sectors in the study of price and employment stabilisation, the 
new accommodation between public finance and the general body of 
economic analysis remains incomplete ; there has been no comparable 
integration in other directions. In The Theory of Public Finance: A 
Study in Public Economy, Professor Musgrave sets out to remedy this 
deficiency, and to develop a normative theory of public finance that 
shall produce the same kind of general integration with the body of 
economic analysis as has already been achieved during the post- 
Keynesian period in such important fields as international trade. 

This is an ambitious goal, but one that few economists are better 
fitted than Musgrave to attempt. I shall argue later that he falls some 
way short of its complete attainment, but this should not be allowed 
to obscure the fact that he has written a quite outstanding book, which 


1 The Theory of Public Finance: A Study in Public Economy by Richard A. 
Musgrave. McGraw Hill, London. 1959, pp. xvii +- 628. $12.50. 
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makes an important contribution of its own to our knowledge and 
understanding of the public economy, and yet can be recommended 
to students of public finance as the most comprehensive’ analytical 
text currently available. 

Public finance is concerned with the economic behaviour of govern- 
ments, so that integration with the body of economic analysis requires 
the elucidation of techniques by which the systematic study of such 
behaviour can be related to, and studied conjointly with, the economic 
activities of private individuals and groups. There have been various 
approaches to this problem, from attempts such as Pigou’s to apply 
precisely similar techniques of analysis in both fields to attempts to 
set out the issues by way of explicit consideration of the implications 
for decision-taking in the public sector of different kinds of voting 
systems. Usually, such approaches demand no direct or detailed study 
of the content of the budget or of budgetary procedures. The content 
of the budget is implied by the prior analysis (in Pigou, for example, 
by the extension of the optimum-welfare conditions to incorporate 
public revenues and expenditures) which throws up general principles, 
and budgetary procedure is regarded as a matter of administration 
rather than of principle. Musgrave’s approach is rather different, in 
that it begins from, and centres upon, the budget itself. For him, 
the budgetary process is the core of the problems of public finance. It 
is through the study of that process that the desired integration is to 
be achieved, and concepts of general principle need to be introduced 
or considered simply because they become necessary to decisions about 
budgetary procedures or budget content. 

This approach imposes a pattern upon Musgrave’s study different 
from that usual in texts on public finance. It is essential for an 
understanding of his argument that this pattern be described in some 
detail. This I do in the next section. Thereafter, I offer my own 
answer to the two questions that the book invites : to what extent 
does the author succeed in his aim of integration and, if he fails, in 
what direction does he fail, and for what reasons ? 


II 


The book is in four parts, but divides usefully into two for) our 
purposes. Part I, with which this section is primarily concerned, 
presents Professor Musgrave’s general methodology of the budget 
and sets out a model of the budgetary process, within which it is 
argued that the complex of objectives of public policy can be brought 
into consistency and through which the study of the public and private 
sectors can be integrated. In setting up the model, a number of diffi- 
culties are encountered. These are clearly indicated, and their 
significance for the model explained. But they are not discussed in 
detail in Part I. Solutions are assumed, and further discussion is 
reserved for the later parts of the book. Thus, these later parts, which 
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deal in detail with the different sections of the proposed budgetary 
process (Part II is concerned with the application of welfare economics 
to budgetary problems, Part III with the incidence and effects of 
budget policy, and Part IV with stabilisation policy), can be regarded 
as providing, simultaneously, the supporting argument for the validity 
or usefulness of the model presented in Part I and a comprehensive 
survey of the literature and problems of public finance. 

Part I, then, presents the general framework of a theory of the 
public household, embracing the different objectives of public policy 
(such as resource-allocation, stabilisation, satisfaction of social wants) 
that Musgrave thinks relevant. His aim is to discover how these 
policy objectives can be reconciled within a single final budget, and for 
this purpose he creates an imaginary economy, whose budget policies 
are to be determined on the assumption that “ efficient standards of 
fiscal planning prevail’. The multiplicity of objectives that determine 
the activities of the Fiscal Department in such a country can be 
grouped, he argues, under three headings : the use of fiscal instruments 
to obtain adjustments in the allocation of resources, to bring about 
changes in the distribution of income and wealth, and to secure 
economic stabilisation. Each of these three different functions can 
be thought of as the responsibility of a branch of the Fiscal Depart- 
ment, which must therefore have an Allocation, a Distribution, and a 
Stabilisation Branch. The manager of the Allocation Branch must 
determine what adjustments in allocation are needed, who is to bear 
the cost, and what revenue and expenditure policies are consequently 
appropriate. Similarly, the manager of the Distribution Branch must 
determine the steps needed to bring about the desired state of income 
distribution, and the manager of the Stabilisation Branch must decide 
what to do to secure full employment and price stability. Each must 
plan on the assumption that the other branches will perform their 
functions properly, so that overall budget policy becomes the outcome 
of three interdependent plans each involving different objectives and 
principles of action. 

The function of the Allocation Branch is to secure any necessary 
adjustment in the allocation of community resources brought about 
by the market. The price mechanism is held by Musgrave to achieve 
an optimal allocation of resources provided that certain conditions 
are met, and these conditions Musgrave believes to be met “* reasonably 
well ” over wide areas of economic activity. But there are three kinds 
of circumstances in which corrective action through the budget is 
called for. 

First, there may be cases in which the market mechanism can 
function but for technical reasons gives less than optimal results. 
Such conditions (e.g. of monopoly control, “‘ lumpiness ” of productive 
processes, external economies and diseconomies) have to be taken 
care of by public policies which may (though they need not) operate 
through the budget. 
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Second, there are other circumstances in which the market mechanism 
fails altogether, and “‘ the divergence of social and private product 
becomes all-inclusive ’’. This is the case with social wants, the defining 
characteristic of which is that they have to be satisfied by services 
that are consumed in equal parts by all. There is no way of excluding 
those who do not pay from the benefits of such services, and the 
market is accordingly unable to satisfy these wants because individuals 
cannot be expected to pay for them voluntarily. Budgetary provision 
is therefore necessary, though this method also meets with certain 
difficulties. Particularly, efficient budget planning requires knowledge 
of individual preferences as between the use of resources to satisfy 
particular social wants and for other purposes, while the fact that 
no one can be excluded from the benefits of the services concerned 
means that individuals have no reason to reveal their true preferences. 
Further, assuming this problem to be solved, a second difficulty remains : 
there is no single most efficient solution to the problem of satisfaction 
of social wants, if we apply a market criterion of efficiency. Con- 
sequently, “‘a more specific welfare function is needed to secure an 
optimal solution”? of the problem of the Allocation Branch. For 
the purposes of the model, therefore, such a solution has to be 
assumed. 

Finally, the Allocation Branch has to take care of the provision of 
merit wants—wants that could be provided by the market, but which 
are considered so meritorious that their satisfaction must be provided 
for through the public budget, over and above any market provision 
that individuals may wish to make. Musgrave’s “‘ normative theory 
of public finance ”’ is ‘‘ based upon the premise of individual preference 
in a democratic society ’’ (p. 13, and elsewhere), but in his view this 
does not rule out the possibility of merit wants. Such wants, he says, 
are justified primarily by the role of leadership in a democratic society : 
“.. . the advantages of education are more evident to the informed 
than the uninformed, thus justifying compulsion in the allocation of 
resources to education’. Also, the assumptions of market knowledge 
and rational behaviour that underlie the doctrine of consumer 
sovereignty are argued to be not entirely realistic, and merit wants 
may be created to correct the consequent “ distortion in the preference 
structure’. This concept of merit wants clearly calls for careful 
examination. Musgrave himself recognises that the Allocation 
Branch would have no easy job in identifying the nature and extent 
of the merit wants that should be satisfied. It is “‘ a precarious task ”’, 
which requires that merit wants be distinguished from “ interferences 

. simply because a ruling group considers its particular set of 
mores superior”? ; these are condemned as “ authoritarian”’, and 
“not permissible in our normative model’. There are large issues 
here which cannot be passed over, but I shall follow Musgrave’s 
own procedure in leaving their examination until the whole of the 
model has been described, assuming for the present that the necessary 
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distinctions can and should be made, and turning my attention to 
the Distribution Branch. 

The activities of the Allocation Branch are decided on the assumption 
that a “‘ proper ”’ state of income-distribution exists. This is necessary 
in order that the adjustment of resource-use that is aimed at shall be 
from the situation that would be created by consumer preferences 
given such income-distribution, and not from some other “less 
efficient ” situation. It is the task of the Distribution Branch to 
determine and create that proper state of distribution—assuming in 
turn that the Allocation and Stabilisation Branches are successful in 
achieving their respective objectives. Musgrave does not suggest that 
there is any easy way of deciding upon a “ proper ”’ state of distribu- 
tion. The decision cannot be left to the market, since the outcome of 
market activity is predetermined by the distribution of “rights to 
vote ” in the market. Democratic societies may accept a presumption 
in favour of economic equality, but there is much less agreement as 
to what such equality means. Here again, we are faced with a “‘ most 
difficult set of ethical, social and economic problems ”’, and these are 
complicated further by such ‘“‘ implementation ” problems as that of 
defining income for policy purposes and such “ relationship ” problems 
as the influence of distributional policies upon the size of total income. 
Once more we shall follow Musgrave in leaving these difficulties for 
later consideration. If his proposition is accepted, that there are likely 
to be more or less widely accepted mores in any society at any time 
which must call for interference in the state of distribution, then some 
sort of mechanism is going to be necessary for the purpose; and the 
economist, says Musgrave, must give a priori support to a mechanism 
that uses the budget to effect income-transfers (such as his Distribution 
Branch) in preference to other available methods (price supports, tariff 
protection, etc.) since the budget method ‘‘ does the least damage to 
the efficient functioning of the economy ”’. 

Since the budget of the Allocation Branch attempts to relate the 
provision of services and the raising of taxes to the evaluations of 
individuals of the public services consumed by them, the type of 
taxation that results could be of any degree of progressivity or re- 
gressivity. Similarly, the tax and transfer system of the Distribution 
Branch could be of any nature, depending upon the distributional 
objective chosen, but the Branch would have to concern itself with 
incomes before deduction of Allocation Branch taxes, since these are 
of the nature of expenditures upon publicly-provided goods and 
services. Thus, ideally, the two Branches would determine their tax 
and expenditure programmes separately, and would be related simply 
through their economic interdependences, the Allocation Branch 
affecting the pattern of factor incomes which is the concern of Dis- 
tribution, and the Distribution Branch determining the pattern of 
effective demand which is in turn a determinant of the Allocation 
Branch programme. In fact, however, Musgrave accepts that this neat 
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distinction must be blurred by difficulties of the kind earlier referred 
to. The lack of a single optimal solution to the problem of social 
wants, for example, means that a choice must be made between possible 
solutions, and that choice must involve distributional considerations. 
Merit wants may also have a distributional aspect—for example, 
subsidies in kind could be argued to be the concern of either Branch, 
and so on. Nevertheless, if the tax bill is not to be treated solely as 
a distributional problem, it is still useful in Musgrave’s view to dis- 
tinguish the two functions and the two Branches, despite the conceptual 
difficulties involved. 

The obligations of the third Branch of Musgrave’s budnetaey organi- 
sation, the Stabilisation Branch, differ in character from those of the 
other two. This Branch is not directly concerned with problems of 
resource-allocation, but with the maintenance of a high level of employ- 
ment, of an equilibrium rate of growth, and of stability in the price 
level. There is no reason, as Musgrave points out, why these objectives 
should be mutually compatible in all circumstances, or why problems 
of choice about policy aims, etc., should not arise in respect of each 
one considered alone. Furthermore, budgetary policy is not the only 
means by which the objectives concerned can be pursued. Monetary 
and debt policy, or combinations of these with budgetary policies, 
might also be used, with differing consequences for the efficiency of 
resource-use, the state of distribution and the rate of growth, “ thus 
rendering the choice of optimal policy a different matter”. Once 
more, it is useful to leave these matters aside in the first instance, in 
order to see how the activities of the Stabilisation Branch fit with 
those of the other parts of the budget plan. 

Briefly, the budget plan of the Stabilisation Branch requires, first, 
an appraisal of the level of aggregate expenditures that would occur 
in the absence of such a budget. This appraisal would take the plans 
of both Allocation and Distribution Branches as a datum. An 
estimate must also be made of the level of aggregate demand needed 
to maintain full utilisation of resources (taking account of the growth 
factor) and stability of prices. The function of the Stabilisation 
Branch is then to provide for the tax or transfer payments necessary 
to bring actual expenditures up (or down) to the level required by the 
stabilisation objectives. Taxes and transfers, rather than demands for 
goods and services, must be used if the activities of the Stabilisation 
Branch are not to run counter to those of the Allocation Branch ; 
counter-cyclical variations in the level of government expenditures on 
goods and services should arise only to the extent that there are 
fluctuations in community demand for the satisfaction of social wants. 
Also, in order not to upset the distributional plan, the taxes or transfer 
payments of the Stabilisation Branch must be proportional to the 
proper distribution of income as settled in the Distribution Branch. 

We now have (albeit in inadequate summary) the ingredients of the 
Musgrave model of the budgetary process. If specific assumptions 
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are made in respect of such matters as the determination of social 
wants, distributional objectives, and so on, if we can solve the social 
accounting problems involved, and if we can decide how to value the 
services provided by the public sector, it is possible to set out the 
components of an ideal budget. This budget is, of course, obtained 
by consolidation of the accounts of the separate Branches, which in 
turn rest upon the particular assumptions made. Musgrave demon- 
strates the possibilities, first by simplified numerical examples in the 
form of consolidated budget statements, then by a more generalised 
statement in the form of a set of interdependent equations.! It remains 
to consider just what has been achieved. 


Il 


In this section, I shall first discuss the general scope and characteristics 
of Musgrave’s model, considered as a normative theory of the public 
economy. I shall then comment upon what arises from this, the 
relevance of the model to the problems of public finance in any one 
economy. In conclusion, I offer some comments upon the detailed 
problems, so far assumed away, that would need to be solved in the 
actual preparation of individual sub-budgets. 

The character of Musgrave’s budget model can most easily be 
shown by comparison with the developments in the field of inter- 
national trade to which earlier reference was made. These develop- 
ments have been analytical and theoretical in nature ; they consist 
essentially of a transfer of the assumptions and techniques of macro- 
and micro-economic analysis in the context of a closed economy to 
the environment of an open economy. The problems to be solved 
arise simply out of this change of context, which creates a need for 
adaptation of some of the environmental assumptions (for example, 
the introduction of more than one currency), but requires little or no 
adjustment in the behaviouristic assumptions (concerned, for example, 
with profit and satisfaction maximisation and with the motivation of 
saving or investment) of the model of the closed economy. No doubt, 
analytical procedures and techniques have come to be better under- 
stood, and have been improved in important respects, as a result of 
these developments. But essentially, the new integration of the theory 
of international trade has been a matter of the extension of existing 
techniques and analytical procedures to treat new situations to which 
such techniques and procedures are in principle well suited. 


1 A small but confusing error appears in the explanation of the consolidated 
budgets, which it is hoped will be corrected in later editions—along with other 
errors that might also have disappeared in proof-reading. The distributive ‘‘ shares ”’ 
of the two members of the imaginary community, as decided by the Distribution 
Branch, are given as 60 per cent. and 40 per cent. in the first example, and these 
are the shares used in drawing up accounts given in Table 2—1 (p. 29). The text 
of p. 31 conflicts with this in suggesting that the transfer payments of the Dis- 
tribution Branch should be distributed in the proportions 70 per cent.: 30 per cent. 
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The integration problem in the case of public finance is of quite a 
different kind. Here, it is the essence of the matter that the economic 
behaviour of governments cannot be studied satisfactorily within the 
framework of the behaviouristic assumptions and analytical techniques 
provided by the study of the market economy. Musgrave’s own 
treatment implies acceptance of this ; he does not approach the 
economic activities of government by way of an extension of such 
assumptions and techniques. Rather, he tackles the decision-making 
process of the public economy directly (by way of his budget model) 
and then introduces market etc. analysis as and when it is of assistance 
in the development of his argument about that model and about its 
relationship with the private sector. 

I have no quarrel with this approach. But it is important to under- 
stand its character and limitations. The most significant and general 
of these arises out of the very role of governments as policy-makers. 
The analysis of international trade can plausibly begin from an examina- 
tion of free trade in international markets, and at some later stage 
introduce explicit and closely-defined acts of intervention (policy) in 
order to examine their implications. This is less easy in public finance: 
there is no simple way of discussing the economic behaviour of govern- 
ment in a normative fashion without specifying the aims of public 
policy from the beginning. But communities can differ widely in their 
political character and in the general and particular social objectives 
to which they attach importance. Consequently, the conclusions 
reached through the procedure described can have relevance to any 
actual community only to the extent that the government and people 
accept the postulated aims. In other words, an approach to public 
finance such as that of Musgrave cannot hope to provide us with 
a general set of techniques equally applicable to the understanding of 
the economic behaviour of all governments and communities. The 
most we can hope for is some increase in our understanding of the 
relationships of private and public sectors in some particular kind of 
political environment, fairly closely defined. 

The validity of this proposition is demonstrated by Musgrave him- 
self. He does not in fact pretend that his normative theory can ignore 
the political character of the government to be studied: “‘ The frame- 
work of a normative theory of public economy,” he says, “ depends 
upon the political and social values that it serves’. His own imaginary 
economy deals, as we have seen, with a “‘ normative theory of public 
finance in a democratic setting,” and it is from this ‘“‘ democratic” 
standpoint that ‘“‘ authoritarian systems of preference determination ” 
are condemned. 

It appears, then, that the most that can be expected of Musgrave’s 
budget model is that it should provide us with a framework within 
which the relationships between private and public sectors can fruitfully 
be discussed for an economy that has the political and economic charac- 
teristics postulated by the model. It is no more general than this. 
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I do not think that Musgrave would quarrel seriously with this 
conclusion; he himself points out that a different kind of model might 
be required (for example) for a liberal collectivist economy, though he 
thinks that his general approach might still be of some use. Further, 
the conclusion does not imply that Musgrave’s model is of no value. 
If his imaginary economy closely resembles a number of actual societies 
in its Important characteristics, then the normative content of his 
model could clearly have relevance for such societies ; it would only 
be necessary to make the kind of exceptions and qualifications that 
must always be made in applying conclusions reached by generalisation 
to particular actual conditions. It therefore becomes pointful to 
consider how useful the model might be within this narrower but 
still very important context. This requires consideration of two sets 
of questions, concerned respectively with the political implications of 
the model and with its treatment of the relation between technical 
(economic) and political postulates and procedures. 

The fundamental weakness of the Musgrave model, regarded as a 
potential aid for policy-making in any actual community, is the lack 
of any adequate explanation (or indeed examination) of the political 
characteristics of the societies to which it is believed to be relevant. 
From this point of view, it is not enough to be told simply that the 
model is concerned with “a democratic community’; terms of this 
kind are capable of so many interpretations that they are useless 
without careful definition. A truly normative theory of public finance, 
to be capable of application to a given type of economy, must explain 
the political characteristics of that economy in terms capable of 
unambiguous interpretation for their own purposes by budget planners. 
Musgrave fails to provide such an explanation : problems of political 
philosophy are either glossed over, or, when discussed at all, are in- 
adequately, even superficially, treated. The discussion of merit wants, 
already referred to, provides an illustration both of Musgrave’s general 
attitude to political issues and of the inadequacy of his treatment 
thereof. Such wants should be provided for in a democracy, he says, 
because some citizens are better informed than others about the need 
for particular sorts of services. On the other hand, the argument that 
public wants may differ from private wants because of the existence 
of group needs is rejected, along with the organic theory of the state 
upon which it depends, as incompatible with democracy and “ authori- 
tarian’’ in character. But since merit wants must, by definition, be 
imposed by some kind of authoritarian decision, it is not entirely 
clear how the distinction between the democratically-acceptable merit 
wants and the unacceptable group wants would be made in practice. 
Further, it is possible to be dissatisfied with the holistic philosophy 
that lies behind the organic theory of the state, and still to believe that 
governments act and are likely to continue to act as though there 
was in fact such a thing as a group need for particular public services. 
It may be difficult to find answers to fundamental questions of political 
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philosophy of this kind. But it is not possible to ignore them, and in 
trying to do so Musgrave calls in question the normative nature of his 
proposed budget model. The difficulty in using it as a guide to the 
budget policies of actual communities lies, not in the fact that such 
communities may differ in detail from the characteristics of the model, 
but rather in a total inability to compare the model and the reality 
because of the vagueness with which the political nature of the model 
itself is elucidated. 

These inadequacies are reinforced by the treatment of the political 
implications of economic relationships. Thus, at the analytical level, 
Musgrave seems to identify “democracy” with “ maximisation of 
economic welfare’ in the technical sense. This done, he is able to 
make propositions about budget etc. policy, using the welfare optimum 
as a criterion of the efficiency of policy. Such an identification, un- 
explained and broadly unqualified, is clearly subject to the kind of 
criticism advanced in the last paragraph. It is also open to the 
objection that, even if the identification is accepted, not all economists 
will be as willing as Musgrave to accept that welfare economics can 
provide unambiguous guidance for public policy. The development 
of second-best welfare propositions has made clear the general vul- 
nerability of policy statements derived from welfare analysis, and there 
have been many demonstrations of the inadequacy of the analysis in 
particular contexts such as that of public utility pricing (where Musgrave 
simply accepts the welfare arguments for subsidising diminishing 
average cost industries). Indeed, it is piquant, given the extent to 
which the welfare analysis is accepted by Musgrave, to discover in 
Part I of his book a most thorough examination of the problem of the 
excess burden, in the course of which the shortcomings of the welfare 
concept and the special application of the second-best approach to 
this particular problem are quite clearly explained. 

Even if we assume these general problems to be solved, there remains 
the problem of reducing the budget sub-plans of the Musgrave model 
to the application of agreed general principles—which means finding 
agreed answers to questions of the kind thrown up in the description 
of the model in Section II. For if such answers cannot be found, the 
Branch budgets must become no more than statements of particular 
and disputable value judgments. From the point of view of policy- 
making, the proposed formulation would then become a useful means 
of quantifying the implications of these value judgments and of making 
them explicit, but could not help in any other way to secure agreement 
as to what the contents of the consolidated budget ought to be. It 
has already been made clear that Musgrave is aware of the difficulty: 
Part I of his book simply assumes answers, and the other three Parts 
are concerned with detailed discussion of the problems that the pre- 
paration of the sub-budgets throws up. While this detailed discussion 
increases our understanding, however, it frequently leaves us still 
without generally acceptable solutions to the questions concerned, 
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This is of course not Musgrave’s fault. He sets out the issues clearly 
and fully : the difficulty of reaching agreed solutions arises from 
the intractable nature of the problems themselves rather than from 
any sin of omission in their examination. Nevertheless, the fact has to 
be faced that, failing such agreed answers, the sub-budgets become 
simply the expression of particular value judgments, and the value of 
the normative model of the budgetary process must be judged with 
this in mind. 
IV 


One of the virtues of a book of the calibre and authority of The 
Theory of Public Finance is that is stimulates general and critical 
consideration of the techniques and subject-matter of the field of study 
under examination, and encourages speculation about its future 
development. It is in this light that the critical comments of the last 
section should be regarded : I would not wish them to obscure the 
fact that this is a book of great merit. Musgrave’s direct approach 
to the explanation of the economic activities of the public sector 
stands in refreshing contrast to those of earlier “ integrationists ”’, 
and his model of the budgetary process, whatever its weaknesses, is 
intellectually much more satisfactory than such partial approaches 
to the problems of the public sector as (for example) the mis-named 
study of fiscal policy. Further, the model has much to be said for it 
even if considered solely as a classificatory device for imposing some 
sort of order and coherence upon the discussion of the scattered and 
intractable problems that have relevance to the study of public finance. 
As has already been explained, Parts II—IV of the book deal in detail 
with the questions that are thrown up for answer in developing the 
sub-budgets in Part I. In so doing, they provide a comprehensive 
and orderly survey of all the important theoretical and analytical issues 
of public finance. The exposition of the history of thought upon 
particular topics is excellent, for the author’s knowledge of the literature 
of his subject is encyclopedic, and there are in addition important new 
contributions to our knowledge on a number of topics. 

Despite the virtues of The Theory of Public Finance from this point 
of view, it is not easy to feel comfortable about the indications it offers 
for the future development of the study of the public economy. It is 
true that Musgrave’s direct approach to the problem is to be welcomed. 
It is also difficult to disagree with his argument that the validity of his 
treatment, and particularly the proposed separation of the budget into 

1 Of course, it is possible to point to deficiencies, and there are some analytical 
errors. It might also be argued that the author’s approach through his budget 
model, combined with his firmly theoretical treatment of the subject-matter, seems 
sometimes to have encouraged a distribution of space between topics that pays 
more attention to intellectual interest than to practical relevance, and has also 
resulted in some instances in the separation of topics with important common 
attributes (such as capital and profits taxes). But such objection is always possible 


when considering a book of this scope, and it is unimportant when considered 
alongside what has actually been achieved. 
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distinct sub-processes governed by independent (though related) 
criteria, is not affected by considerations of “ fiscal politics ” (i.e., the 
process of political decision-taking about fiscal matters). As he says, 
the “ combining of inherently independent issues to secure agreement ”’ 
[as in his budget-consolidation process], “ differs sharply from a 
linking of issues that is decided not by choice or by bargaining but by 
failure to understand that, in fact, the issues may be handled inde- 
pendently ”. Nevertheless, the difficulties that his approach creates 
suggest in my view that future development could fruitfully follow 
rather different lines. It is possible to accept his proposition about 
fiscal politics as conceptually satisfactory, and yet to feel that the 
weight to be attached to his argument must be influenced (for example) 
by the degree to which the “‘ inherently independent issues ’’ concerned 
can themselves be reduced to the application of agreed general prin- 
ciples. Given the inadequate development of the political background 
of his model, given the unsatisfactory nature of his identification of 
political and economic processes, and given the fact that many of the 
problems raised within each of his sub-budgets are finally left unresolved, 
there is in my view little possibility of persuading policy-makers to 
compartmentalise their thinking in the way his model would require. 
Nor do I consider this to be simply a practical matter, to be solved 
by the education of statesmen and by further attempts to find un- 
ambiguous answers to the questions concerned. To believe this would 
be to believe that ultimate answers to fundamental questions of political 
philosophy are possible (likely ?), and that the difficulties raised by 
the need to take decisions about such matters as social wants, merit 
wants, right income-distribution and ideal growth-rates are capable 
of resolution by the further development of the economist’s discipline. 

For those who feel, as I do, that no answers to such questions are 
to be found within the scope of economic techniques, even if ultimate 
answers are conceptually possible, there are strong arguments for 
conceiving the future development of the study of the public economy 
along different and narrower lines. Having accepted the need for a 
direct approach to the explanation of the economic behaviour of the 
public sector, we can most usefully concern ourselves, not with attempt- 
ing to develop general models with normative attributes, but rather 
with examinations of the implications of explicitly-stated groups of 
aims in carefully-defined contexts. This approach starts from accept- 
ance of the facts that public policies can and often do have more than 
one aim, that the aims themselves may be in conflict, and that there is 
room for difference of view about the importance of different aims, or 
even as to what aims are relevant in any given situation. The potential 
complexities of studies of this kind are obvious, and it is also clear 
that they cannot lead to normative statements, but only to demonstra- 
tion of the implications of alternative courses of action, since the 
economist is not in a position to assert what view should be taken of 
any particular aim or of the group of aims considered as a whole. 
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But if we limit attention in the first instance to specific problems in 
defined environments (such as, for example, the relation between 
different possible methods of providing for old age pensions and 
community attitudes to the social purposes of such pensions in a 
given society) rather than attempting general statements about the 
public sector as a whole, it seems to me that we might well encourage 
a better understanding of the considerations relevant to policy decisions, 
and so encourage policy-makers to accept in particular contexts that 
separation of issues that Musgrave argues for at the more general 
(budgetary) level. It might even be that in course of time the develop- 
ment of such limited studies of the behaviour of the public sector 
could bring us nearer to the kind of generalisations about the budgetary 
process that the Musgrave model requires, at least within the context 
of particular societies. But that day is far distant ; meanwhile, the 
policy-maker is more likely to be influenced by specific contributions 
to the understanding of defined problems of interest to him than by 
wider normative studies based on unsatisfactory or ill-defined first 
postulates. 


The London School of Economics. 


1960] 


Book Reviews 


The Growth of British Industrial Relations. A Study from the Standpoint of 
1906-14. By E. H. Paeres Brown. Macmillan & Co. Ltd. 1959. 
xxxvii + 414 pp. 42s. 


Instead of following the usual practice of historians by beginning with 
the earliest traces of evidence and carrying the narrative, step by step, down 
to the present, Professor Phelps Brown starts his story in the middle, treating 
earlier events largely as origins, and later events as consequences, of what 
occurred in the years 1906-14. This period is not too remote for its con- 
ditions to be wholly unfamiliar. It can be thought of as the last phase of a 
century of peace or as the beginning of a new era of social betterment the 
development of which was hastened by the urgencies of wars. It is surveyed 
in this book with an insight and a freshness of expression rarely found in 
more formal works on economic history. 

The industrial and social unrest of the period has been attributed by 
some to an alleged decline, from about 1900, in the standard of life of the 
poorer classes in Britain. A reviewer who has memories of the many children 
without shoes or stockings in the streets of a Lancashire town in the eighteen- 
nineties, but saw virtually none there in 1914, finds it difficult to subscribe 
to the doctrine of the fall. It is true that the pace of advance was slowed 
down by an adverse trend in the terms of trade, but there were compensatory 
influences at work. Professor Phelps Brown gives first place to the raising 
of the age of marriage which had come earlier among professional and 
well-to-do people and was now having a noticeable effect on the size of the 
families of skilled workers. Smaller families cost less to maintain ; fewer 
recruits to industry meant rising wages. But the unskilled labourers, colliers, 
and others who did the rough, hard jobs were as yet less affected by the 
tendency. Hence a widening disparity, observable in diet, clothing, housing 
and health, appeared not only between rich and poor, but between different 
grades of wage-earners. Compulsory education had made the poor more 
aware of the gap and more articulate in their resentment. It was for this 
demographic reason, more than any other, that the period was marked by 
social tension. 

In his second chapter Professor Phelps Brown points to some of the less 
beneficial effects of the growth of the size of business and the changes in 
industrial techniques. Was it, however, wholly a loss that in the larger 
concerns the employer was no longer so much on the floor of the workshop ? 
One can see too much, as well as too little, of one’s boss. Were the changes 
in machinery that reduced the call on the dexterity and adaptiveness of the 
craftsman wholly deleterious to labour? At least they made it possible for 
labourers, or their sons, to raise themselves to the status of semi-skilled 
workers. At one point (p. 108) it is said that the fact that in the large firm 
the posts of direction and management were filled by men with more educa- 
tion than the workpeople created “‘a basic and obstinate problem of industrial 
relations’ ; but three pages later the author cites with approval a writer 
who deplores that the foremen were usually promoted workmen, with no 
very marked superiority in education over those they directed. In dis- 
cussing women’s labour he seems to take the view that domestic service was 
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generally a better way of life than work in the factory. To the question why, 
then, did so many girls leave it for industry, his answer is that domestic 
service lacked freedom. It is, however, the lack of freedom that is one of 
the main charges made against employment in factories. No doubt Professor 
Phelps Brown has replies to each of these points. But, in any case, he 
disarms criticism by admitting in a final paragraph that what he has given 
the reader is a stress and not an evenly weighted balance. His object has 
been to explain the temper of labour in 1906-14. 

In treating of the development of industrial relations, in Chapter III, 
Professor Phelps Brown retells the story of trade unions in Britain. The 
early unions developed from local trade clubs ; their bases were occupational, 
not industrial ; and their chief object was to maintain the status of their 
members by using apprenticeship as a means of restricting numbers. There 
was little need for negotiation with employers. What in this book are called 
operatives’ unions—no doubt because it was in the textile trades that they 
were strongest—were similarly occupational, but, lacking the weapon of 
apprenticeship, were unable to control entry to the trade. They bargained 
about wages and hours, and from the 1850’s joined with employers to 
institute boards of conciliation and arbitration, sliding scales, and other 
instruments for minimising friction and ironing out differences. The coming 
of general unions at the end of the ’eighties, and the beginning of industrial 
unions in the ’nineties were symptoms of a change of mood on the part of 
the workers in general ; and the interesting account given of the activities 
of associations of strike-breakers speaks of a hardening of attitude on the 
part of employers also. The most significant change of this period, however, 
was the transition from district boards to industry-wide bargaining, and 
this, we are told, seemed a movement towards orderliness and peace. 

The part played in negotiations by associations of employers is less clearly 
defined, for employers are usually less vocal than those who work for them, 
and the records of their organisations are not easy to come by. Professor 
Phelps Brown rightly insists that their attitude was, in general, defensive 
rather than aggressive and that they lagged behind the workers in the forma- 
tion of associations for bargaining. One may question, however, his ascription 
of this to the fact that “‘ they were competitors who sat down together uneasily 
for any purpose ” (p. 265). Recent work on the history of several industries 
suggests that, even in the Victorian era, employers were far from lacking a 
sense of the efficacy of concerted action. Is it not sufficient to say that 
the strength of the individual employer in dealing with his workers was 
such that, except in times of special pressure, he felt little need to call on his 
fellows for support ? 

If employers were backward in the field of industrial relations, the same 
may be said of the state. Its intervention did not go beyond the requirement 
that fair wages should be paid by Government contractors, and the offer 
by the Conciliation Act of 1896 of facilities for the settlement of differences, 
on the appeal of one (or both) of the parties in dispute. Governments had 
for long thought it right to regulate conditions of work in factories and 
mines, and had conferred a special legal status on trade unions. But it was 
held that goodwill was more likely to be achieved by voluntary negotiations 
between the two sides than by legislative measures. The courts, however, 
had played a more active part: from the 1870’s the scope of trade union 
tactics had been steadily restricted by legal decisions, and the Taff Vale 
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judgment of 1901 was regarded by many as a mortal blow. The lucid exposi- 
tion, given in Chapter IV, of what was in the mind of the lawyers seems to 
a layman one of the best things in the book. 

It cannot be said that great progress had been made in industrial relations 
before 1906. In that year the wage-earners whose pay was determined by 
collective agreements were only about a fifth of the whole. If real wages 
were higher than they had ever been before, the reason is to be sought in 
the operation of economic forces rather than in union action: ‘‘ The threat 
of stoppage only served to shake the branch when the fruit was ripe”. If 
collective bargaining had been able to do more than quicken changes that 
would have come in any case, there would have been far larger numbers of 
trade unionists in 1906. Already the unions had laid down in their provisions 
to meet unemployment, sickness, and old age, the lines on which, later, 
the welfare state was built ; but their achievements in the industrial field 
itself had been relatively small. 

The period on which the book is centred saw a heightening of social (as 
well as political) tension in most countries of the western world. In Britain 
the two chief storm centres were coal-mining and railway transport—both 
industries faced with rising costs which, for different reasons, they were 
unable to pass on to the consumer—and in these disputes some measure of 
coercion of the employers was exercised by the government. Conflicts 
arose, also, in a wide range of other industries, and the Board of Trade sought, 
unobtrusively, to ensure that when settlements were reached provision was 
made for “‘ permanent machinery ”’ to deal with future discords. Between 
1907 and 1909 as many as 67 new boards were brought into being. Such 
developments were extended and intensified in the years that followed the 
First World War. But here, again, in explaining the gains obtained by 
labour, stress is laid less on organisation than on demographic and economic 
influences. The increase of population was slowing down ; even the poor 
had now fewer children to maintain ; the openings for women workers 
were more numerous ; and, above all, productivity increased and the terms 
of trade moved in Britain’s favour. The growth of machinery for dealing 
with disputes played only a minor part in disproving the Marxist prediction 
’ of a progressive intensification of industrial cleavage. We are reminded 
that where industry has grown most “ social strife has become less intense, 
and the social hierarchy more fluid ”’ (p. 352). 

Enough has been said to indicate that the narrative is not just a story of 
success. For historical reasons—the occupational nature of so many of the 
unions and the reluctance, for long, of governments to intervene—industrial 
relations in Britain have followed a course different from that in other 
countries. They have developed here largely to deal with such relatively 
simple matters as the establishing of standard hours and rates of pay, first 
on a district, and later on a national, basis. If Professor Phelps Brown 
has perhaps given less than is due to the pit committees, works councils, 
and shop stewards, it is still true to say that, especially when compared 
with what has been done in the United States, the field of relations between 
employers and workers in the individual firm or plant has been largely 
neglected. Questions of security of tenure, status and promotion, discipline, 
compensation, restrictive practices, and so on, can best be dealt with, it is 
urged, not at the summit but locally. By discussion on the spot the workers 
are enabled to realise, as they cannot when negotiations are remote, the 
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relation between such matters and the productivity on which so much hangs. 
It is here, in the front line of industry, that the author sees the chief oppor- 
tunities for advance. 

The book is prefaced by a long and admirable Synopsis. But anyone who 
thinks he is saving time by reading no more than this will do himself injustice, 
for he will miss many wise and humane observations, illuminating parallels, 
and, above all, enjoyment of the vivid English in which Professor Phelps 


Brown tells his story and establishes his case. 
8 : y T. S. ASHTON. 


Business Behavior, Value and Growth. By WILLIAM J. BAUMOL. 
Macmillan & Co. Ltd. 1959. ix,159 pp. 33s. 


This is a most readable book: the subject matter is interesting, and often 
novel, the writing lively, and the exposition, as one expects of Professor 
Baumol, most lucid. It does appear, however, to be a little hasty and 
impressionistic. Professor Baumol himself remarks at one point (p. 105) 
** On reading this chapter one must be struck by the largely impressionistic 
basis of its optimistic conclusions ’’: this reviewer would substitute ‘‘ book ”’ 
for “‘ chapter ”’. 

The book is divided into two parts, “‘ On the Static Theory of Oligopoly ” 
and ‘‘ On the Theory of Economic Growth’. The whole is prefaced by a 
chapter on methodology, which appears to justify the old crack that ‘‘ econo- 
mists only learn their methodology from each other”. As, obviously, 
Professor Baumol has read people like Russell and Popper, one presumes 
that the absence of any reference to them, and the somewhat homespun 
appearance of his methodology, are deliberate. Doubtless there is good 
reason for this; but many people think that Popper’s notion of refutation 
is crucial, and it is curious to find it wholly ignored. But it is best to let 
Baumol speak for himself. Of his sales maximisation hypothesis, he writes : 


This hypothesis, which is substituted for the usual profit maximization 
premise is, at best, only an approximation to a set of complex and varie- 
gated facts. There seem to be no simple methods whereby it can be 
tested by statistical or other standard techniques of empirical investigation. 
Nevertheless, I do not believe that it can be summarily rejected. Indeed, it 
appears on the basis of observation which was not entirely casual, to 
represent the facts somewhat better than some of the more usual models. 
In addition, as the reader shall see, this hypothesis can help to explain a 
number of well-known features of oligopolistic behaviour which seemed 
puzzling until now. These are surely standard grounds of scientific 
method for tentatively permitting one hypothesis to supersede another 
(p. 14). 

Had Baumol asked the (Popperian) question: how might we go about 
trying to refute the hypothesis ? he might have been less optimistic. The 
hypothesis is that firms endeavour to maximise revenue, subject to satis- 
fying a ‘“‘ minimum profit constraint”? (this appears to be a misnomer: 
if the firm cannot make the required minimum profit, it cannot; the point 
of the hypothesis is that, if it can make more, it does not). Now the hypo- 
thesis may say that the required profit (the familiar normal profit) is a con- 
stant in the short run. Then we look for some evidence of constancy, or of a 
‘ceiling’, in profits. My own casual observation (of the United States 
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Department of Commerce’s time-series for the profits of manufacturing 
industries, and of Moody’s) has failed to detect any. Alternatively, the 
hypothesis may say that normal profit varies. But since price, output, 
and actual profit are all functions of normal profit, they are not determined 
at all until normal profit is. Baumol suggests that it will be determined in 
the usual competitive manner; but he does not explain how, on the one hand, 
if required profit depends on competition between firms, he escapes profit 
maximisation, or, on the other hand, how he escapes the charge of circu- 
larity—prices and output depend on normal profit; this depends on the 
profits of other firms; these depend on their prices and outputs. If we 
get nowhere by this line of argument, we may try another: the sales maxi- 
misation hypothesis is very close to average cost pricing, as Baumol observes ; 
as the latter yields testable predictions about income distribution, presum- 
ably the former will too. Or we may try the tax tests. Baumol points 
out that a change in profits tax does change equilibrium output on his hypo- 
thesis. He mentions, but does not work out, the consequences of changes 
in indirect taxes. If the constraint is effective, they must have zero influence 
on profits, which should be a testable prediction. Similarly, so long as 
the normal profit is unaltered, and the constraint is effective, changes in 
costs (or demands) will leave actual profit unaltered. Sales maximisation 
is an interesting idea, but it does seem that it is both more readily testable, 
and more likely to be refuted, than Baumol suggests, and one therefore 
feels that his welfare and policy applications are a little premature. Rather 
than simply substituting one variable (revenue) for another (profit) in the 
entrepreneur’s utility function, might we not do better with hypotheses that 
inserted both these variables at once (and perhaps others) ? 

Part II, On the Theory of Economic Growth, is stimulating and lively, 
and will doubtless provoke controversy. There is only room for one point 
here. Baumol’s hypothesis is that, in the long run, investment depends on 
the level of income rather than vice-versa (as in Kaldor’s model). If we 
have two rival theories, one that x = f(z), and the other that z = g(x), and if 
we know that x and z are associated in the real world, how can we discriminate 
between the two theories? To be able to choose between them, we presum- 
ably require either (a) that the theories specify different forms of the functions, 
and that these be not obscured by feed-backs, or (b), that the theories lead to 
different implications about other observable variables, on the basis of 
which choice can actually be made. It would be interesting to know how 
we might in fact discriminate between Baumol’s model and Kaldor’s. 

G. C, ARCHIBALD. 


Principles of Economic Policy. By KENNETH E. BOULDING. Prentice-Hall 
Inc., Englewood Cliffs, N. J. Bailey Bros. & Swinfen Ltd. 1958. 
viii + 440 pp. 54s. 


Most students of economics who are not specialists are primarily inter- 
ested in problems of economic policy. Yet elementary lectures and text-books 
are filled with intricate technicalities which not only baffle students, but 
whose relevance to problems of policy seems remote and dubious. Interest 
in the subject is thus often stifled. Professor Boulding’s book avoids this 
danger and deserves a welcome. At the same time the book illustrates the 
genuine difficulties of dealing with issues of policy at an elementary level, 
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These difficulties may partly explain, though they do not justify, current 
teaching practice. It seems, however, that in addition there are certain 
self-imposed and mistaken inhibitions which discourage the teaching of 
economic policy. 

The chief difficulty is to discuss broad issues with students who lack the 
required theoretical background. For example, a student cannot grasp the 
various problems involved in the “ Protectionist Controversy ” without a 
fair knowledge of international trade theory and welfare economics. Boulding 
can only give “‘ the outlines of the controversy. . .”’ (p. 262) and is driven 
to considerable oversimplification. Some teachers may be reluctant to 
oversimplify, and therefore avoid discussion of such broad issues. In the 
absence of a theoretical background it is also easy to trail off into woolly 
disquisitions (though Boulding cannot be criticised on this score, except for 
his last chapter). Moreover, a teacher might be reluctant to spin the plati- 
tudes which are unavoidable when discussing the elementary “* Principles of 
Economic Policy’. One simply does not like to hear oneself say: ‘‘ The 
question as to how far one wants to be safely poor rather than insecurely 
rich . . . is a difficult one ”’ (p. 264). (No similar inhibitions seem to prevail 
against uttering equally resounding platitudes, provided these are stated in 
mathematical language.) Boulding nevertheless shows that the students’ 
lack of theoretical knowledge is not an insurmountable difficulty, that the 
‘** principles [of economics] . . . can be understood without mastering the 
techniques in great detail’’ (p. vi). By presenting these principles in the 
larger context of policy problems he contrives to make them more interesting 
and exciting than they appear when explained, often in vacuo, by a succession 
of drab diagrams. As a good teacher, Boulding lays aside his amour propre ; 
he is prepared to simplify, and to be platitudinous, if need be. 

Boulding does not suffer from the inhibition against ‘‘ non-rigorous ”’ 
discussion. The desire for rigour and precision is, of course, fruitful, but it 
becomes a serious impediment in teaching when it leads to the exclusion of 
important topics which do not lend themselves to such treatment. At an 
elementary level broad issues necessarily have to be discussed in a loose 
way ; but this does not mean, as sometimes seems to be assumed, that loose 
discussion of this kind is less useful than the “rigorous ”’ presentation 
of (sometimes trivial) simple models. Another inhibition may stem from 
the widespread view that economists qua economists should not only avoid 
making value judgements, but that they should also avoid discussing value 
judgements. This attitude is quite unjustified. One merely needs to remember 
that prescriptions cannot be deduced from descriptive statements. It is also 
a harmful attitude, and it obviously discourages teaching the “* principles 
of economic policy ”. Boulding sets an example by being prepared to write 
less rigorously than he might wish, to discuss value judgements and to raise 
questions which “it may not be possible to answer . . . but it is always 
important to ask... ’’ (p. 19). His book indicates how introductory teaching 
could be supplemented, and its balance altered, in a way which might 
stimulate students’ interest. 

The plan of the book is simple and appropriate : “‘ In the first part, the 
general objectives of economic policy are outlined. In the second part... 
the major specific areas of policy . . .” (p. vi) are appraised in the light 
of the general objectives, Progress, Stability, Justice and Freedom. The 
best and most lively chapters are those in the first part. The later chapters 
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are rather sketchy ; a whole host of problems is mentioned, each of which 
would require at least a chapter for adequate discussion. This is inevitable 
in an introductory book, but there are deficiencies in emphasis which invite 
criticism. 

Boulding is not one of those ‘‘ economists [who] have a certain rather 
lofty tendency to frame policies without regard to their political feasibility ”’ 
(p. 13). His attitude is middle-of-the-road : he accepts the ‘mixed economy’ 
and the welfare state (though it is hardly true that the latter leads to restric- 
tions on the “. . . liberty to travel, to migrate, to change one’s occupa- 
tion...) (p. 152) ; he does not recommend trust or union ‘ busting ’, 
nor universal free trade. These judgements, however, are rather ad hoc. 
While “‘ political feasibility ’’ must be kept in view, it is nevertheless important 
to attempt a systematic discussion of what is still one of the major problems 
of (liberal) economic policy, namely the proper scope and manner of govern- 
ment intervention. This Boulding does not attempt. There are justified 
warnings against the confusion between means and ends, and a wholesome 
insistence that one cannot decide a priori on appropriate economic organisa- 
tion. Unfortunately, neither these sound maxims, nor Boulding’s own 
discussion, will enable the student to decide, for example, under what cir- 
cumstances a National Health Service is desirable. Traditionally, economists 
have made use of the ideas of welfare economics when attempting a systematic 
discussion of the ‘‘ economic functions of government”. In spite of all the 
recent burial ceremonies it is difficult to see how we can dispense with these 
ideas. It is therefore a pity that Boulding should briefly dismiss welfare 
economics in the first chapter. An outline of it could have served as part of 
the framework for discussing the “‘ economic functions of government ”’, 
and would have illuminated the arguments in the second part of the book. 

To turn now to more specific points which are unsatisfactory or incorrect. 
Some examples follow: on pp. 64-5 Boulding pays tribute to the 
“ Keynesian Revolution ” (though it is not clear how this “‘. . . involve(d) 
the abandonment of an ‘ observer-centred’ view of the universe, and re- 
quire(d) . . . a leap of the imagination to see the system as a whole ”’ (p. 65). 
Yet he discusses fiscal policy principally in terms of its effect on the stock of 
money (e.g. Ch. VIII, and p. 211, p. 227). It is difficult to explain, con- 
sistently with this approach, his assertion that balanced budgets might be 
inflationary; and this assertion, incidentally, contradicts the immediately 
preceding one that “ budget deficits are inflationary, surpluses are de- 
flationary. .. .” (p. 78). On p. 343 Boulding maintains that ‘‘ the great 
movements of inflation and deflation are much more important in deter- 
mining distribution than the rise of collective bargaining ”’; yet, on pp. 349-50 
he explains that collective bargaining “. .. has a great impact on the 
course of inflation or deflation . . .”’. Finally, sufferers under the British 
Health Service will be interested to learn that it provides only “‘. . . a mini- 
mum standard of free medical care . . .” (p. 255). While platitudes are 
inevitable, Boulding’s style is unnecessarily and irritatingly sophomoric. 
There is surely no need to write that “. . . the ultimate business of economic 
organisation is to produce the Good rather than goods...” (p. 157), 
nor to preface each chapter with a TV-type jingle. It is also a pity that there 
is no bibliography to guide students. Nevertheless, the book helps to fill 
a gap in the literature on elementary economics, and should stimulate and 
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The Saint Simonians, Mill and Carlyle: A Preface to Modern Thought. 
By RicHARD K. P. PANKHURST. Sidgwick and Jackson Ltd. 1957. 
x+154 pp. 21s. 


The influence of the Saint Simonian movement in this country is a matter 
of which increasing notice has been taken in recent years. Professor Hayek’s 
pathbreaking Counter-revolution of Science has placed the movement fairly 
and squarely in its pivotal position in the perspective of nineteenth century 
thought; and his preface to Mill’s youthful essay, The Spirit of the Age, and 
Mr. St. John Packe’s biography, have drawn attention to its impact on the 
mind of the leading English philosopher of the day. But hitherto there has 
been lacking any systematic survey of the detailed history of this influence 
and the deliberate attempts engineered from Paris to create an organised 
Saint Simonian movement over here. 

Mr. Pankhurst was therefore well advised when he directed his attention 
to this subject; and it is something of a misfortune that his title does very 
much less than justice to the extent of his undertaking. For, although 
after an introductory chapter, there are two chapters dealing with the impact 
of Saint Simonian thought on Mill and Carlyle, and although from time to 
time later on the comments of these eminent figures are cited, the book is 
emphatically not just a study of their relation with the Saint Simonians, 
it is rather a survey of the Saint Simonian influence in Britain as a whole; 
Mill and Carlyle are simply conspicuous figures in a very much wider 
historical picture. Thus, in succeeding chapters we are given a fairly de- 
tailed account of the vicissitudes of the first ‘‘ mission ” to Britain conducted 
by Duveyrier and d’Eichtal: we are told of their reception in university 
circles, in the dailies and the quarterlies; we learn of their relations with the 
Owenites and the Unitarians and the working class press. And then, after 
an interlude devoted to the trial of the ‘‘ apostles ” in Paris, we are told of 
subsequent campaigns by the epigoni of the movement, Fontana and Prati, 
and the reception and repercussions of particular lines of propaganda, the 
interpretation of history, the emancipation of women, the “* New Christian- 
ity’... Clearly, Mr. Pankhurst’s study does not exhaust the subject. But 
a very considerable range of scholarly knowledge informs his modest narra- 
tive; and if he has not produced a definitive work, at least he has produced 
an essay which all students of the period will find helpful and stimulating. 

If there is any criticism to be made of this book it must be, I imagine, 
that it does not altogether succeed in conveying to the general reader a 
sufficient idea of the importance of the system of ideas with which it deals. 
The introductory chapter is all too brief. As one reviews the successive 
propositions with which the propaganda was concerned, one perceives 
that they were concerned with issues of the highest moment; yet nowhere, 
I suggest, is there sufficient indication that, with all its mania and folly, 
for good or for bad this was one of the most significant outbursts of social 
speculation of the last hundred and fifty years. The absurd aspects are all 
there. What is lacking is a sufficient reproduction of what so impressed 
Carlyle and Mill, the power and penetration of ideas on the march. 

And yet how hard this is. How ridiculous, how incomprehensible these 
people are—at any rate to our English way of thinking. St. Simon himself 
does not create these difficulties; we understand well enough eccentric noble- 
men with a mission, especially when their obiter dicta include so high a 
proportion of illuminating insights. Nor, perhaps, does d’Eichtal, the rapt 
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acolyte, whose candour and transparent goodness so much impressed Carlyle, 
no easy manto please. But, the rest of the disciples—with their attitudinizing 
and their uniforms and their quest of the ideal woman in a harém on the 
Bosphorus—what a set! Doubtless the prosecution was a disgraceful lapse 
from the principles of toleration on the part of the government of Louis 
Philippe. But Mr. Pankhurst’s account of the conduct of the defence by 
Enfantin and his companions reads more like a report of charades in 
Colney Hatch than of the apologia of serious thinkers. There is no hint 
for understanding in this direction. Nor do the portraits make a 
very different impression. Prosper Enfantin, with his apostolic whiskers 
and Le Pere inscribed on his singlet, appears more like a third-rate 
undergraduate resorting to a beard to conceal the vacuity of his mind, 
than a serious leader of thought; and Barrault, Chevalier and Duveyrier 
have much the same appearance of preposterous grandeur. But, of 
course, this is all wrong: judged either in terms of influence or of the intrinsic 
quality of many of their ideas, these men were truly important. Perhaps 
after all, the suggestion of the undergraduate is not so wide of the mark ; 
only instead of being thirds, they were fundamentally fellowship firsts 
suffering from an over-protracted and peculiarly exhibitionist adolescence. 
In any case, do not let us blame Mr. Pankhurst for not preventing the bizarre 
aspects of the movement from somewhat overshadowing its profounder 
significance; let us rather be grateful to him for an entertaining and thought- 
provoking book. 
ROBBINS, 


Essays in World Economics. By J.R. Hicks. The Clarendon Press, Oxford. 
1959. xv + 274pp. 2ls. 


The essays reprinted in this volume are not the theoretical articles that 
many of the author’s colleagues would most appreciate having between two 
covers—Professor Hicks explains apologetically that re-reading those 
provokes him to new writing—but the more popular “ policy ” pieces of the 
bank review and tourist lecture type. This is a genre of which he is a past 
master, with a unique capacity for theoretical and historical generalization 
of current economic problems which makes his writings on such topics of 
exceptional economic interest. No one else is so capable of cutting to the 
heart of the matter with a simple model, firmly based in the classics but lucidly 
developed with relevance to the contemporary problem and interpreted 
with sweeping historical perspective. On the other hand, few are prepared to 
trust a diagram or a binary-choice model with as much explanatory \res- 
ponsibility as Professor Hicks will do, and few indeed to found such grand 
edifices on what may be only a few grains of the sands of time. 

The collection is divided into two parts, ‘‘ Britain and the World Economy,” 
and ‘“‘ The Undeveloped’. The first (from which I miss the famous essay 
on ‘‘ The Empty Economy ’”’) comprises essays on postwar recovery, the 
1949 devaluation, and the position of the free trade case in 1951 (hardly 
“modern”? now); the seminal inaugural lecture on the long-run dollar 
problem; the two essays on wages which contrast the old Gold Standard 
with the new Labour Standard and the Old (wage) Stability with the New 
(price) Stability; and a hitherto unpublished longer study of world inflation, 
in which Professor Hicks adopts a cost-inflationist interpretation, inter alia 
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siding with those who regard the 1949 devaluation as a mistake, and ends 
with a strong plea for the sanctity of the gold price of the currency. 
The second part begins with a long and largely new essay on “ National 
Economic Development in the International Setting,’’ in many respects a 
“classical”? version of Myrdal’s analysis; Professor Hicks attacks the 
current emphasis on capital accumulation rather than productive investment 
(surely Ricardo rather than Smith is to blame for this ?) and places great 
stress on economies of scale and their implications for the international 
trade of a developing economy. The next essay, on development under 
population pressure as exemplified by Ceylon, elaborates on a controversial 
theme already touched on: the difficulty of selling manufactured consumption 
goods in world markets, and the related need for agricultural expansion and 
protection of domestic industry. Two public finance pieces and three 
theoretical notes complete the volume. 

In a typically autobiographical preface, one of the founders of modern 
welfare economics announces the discovery that he is not an ‘* Economic 
Welfarist ’ but an adherent of liberal values. What practical difference 
this makes is only hinted at (in terms which most clearly suggest dark blue 
disapproval of light blue economics), and in reading the essays it is very 
difficult to discern whether Professor Hicks’ views on the admissible range 
of governmental economic control are motivated by a fundamental philo- 
sophical position or merely by a tendency to conform to “ responsible ” 
opinion on such questions. Apart from wishing for a less allusive state- 
ment of Professor Hicks’ new philosophical position, one must regret that 
in two of the notes he has fallen victim to a fallacy to which he has shown 
himself susceptible on other occasions: the notion that awkward exceptions 
to simple generalizations can be disposed of by shuffling them out of sight in a 
reformulation of the argument. His dismissal of the Asimakopulos-Corden- 
Mishan exception to his conclusion that unbiased productivity increase in 
one country will benefit the others rests on disguising an unjustifiable switch 
to Keynesian assumptions as a question of definition; and his dismissal of 
the exception to factor-price equalization as “‘ very much a matter of chance” 
depends on using a model so cumbrous and so under-determined as to con- 
ceal from author and reader alike the crux of the argument: two goods 
may have a common cost ratio in two countries whose factor prices differ, 
if the factor coefficients also differ, and the equality of the cost ratios will be 
preserved in the face of a change in the factor price ratio in one country by 
an appropriate change in the factor price ratio in the other. 

Harry G. JOHNSON. 


Economic Theory and Under-developed Regions. By GUNNAR MyRDAL, 
Gerald Duckworth & Co. 1957. xii + 168 pp. 18s. 


This is an interesting and stimulating book, but in many ways it is none 
too satisfactory. Dr. Myrdal, while certainly dealing with real problems, 
is somewhat prone to exaggeration, and one is left from time to time with the 
unhappy feeling that he lets a careless use of words lead him astray. 

His main theme is that the gap between rich and poor nations not only 
exists but is getting wider. Economic theory, he claims, is too preoccupied 
with the concept of equilibrium to be able to explain these divergent move- 
ments. To replace equilibrium analysis he argues for a theory of circular 
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causation leading to cumulative movements. This is all set forth in the 
rather emotional language of “spread ”’ effects and “ backwash ”’ effects. 
The former are the multiplier effects by which development in-one region 
stimulates development elsewhere, and the latter refer to the competitive 
impact by which expansion in one area may hamper similar changes elsewhere. 
So far there is nothing startling in all this. It does not look altogether unlike 
a process of international specialization. But Dr. Myrdal argues that, as a 
general rule, where market forces are allowed unfettered play in the economic 
relationships between rich and poor countries, the “‘ backwash ’”’ effects 
of growth in the rich will outweigh the “‘ spread ” effects. ‘‘ In these cir- 
cumstances market forces will tend cumulatively to accentuate international 
inequalities’ (p. 55). Now, that conclusion could be consistent with everyone 
getting richer, only some doing so faster. But Dr. Myrdal is apparently 
prepared to argue that “‘...a quite normal result of unhampered trade 
between two countries, of which one is industrialised and the other under- 
developed, is the initiation of a cumulative process towards the impoverish- 
ment and the stagnation of the latter ’’ (p. 99). 

These propositions and the manner in which they are set forth raise a 
number of questions. Dr. Myrdal’s world seems to consist of two homo- 
geneous groups of countries, one rich and the other poor. He does 
recognize that within the poor countries there are some zones of vigorous 
expansion, but I doubt whether anyone reading his exposition would really 
appreciate the great differences within these two groups. When we con- 
sider the diversity both among rich countries and poor in income levels and 
tates of expansion, is it really obvious that all the under-developed countries 
are falling further behind all the developed? Can we really say that the 
prospects for growth in all the under-developed countries are the same? 
Or would it not be more accurate to say that this group includes countries 
at many stages of economic development, some having got to where they are 
as the result of quite recent but fairly rapid changes and some having changed 
only slowly over a very long period? ‘The prospects of under-developed 
countries are to be judged not just by the somewhat shaky figures of current 
growth rates, but by the manner in which some at least are now better 
equipped to progress than they were a generation ago, and in many respects 
utterly transformed as compared with two generations ago. This is not to 
deny that grave problems exist, but merely to plead that the fact that some 
countries are now growing faster than others is no guarantee that they will 
continue to do so for alltime. It is a curious trait of the human character 
to assume on occasions that the present is permanent, and in that respect at 
least economists are human. 

But while Dr. Myrdal oversimplifies, he is right to be worried about the 
possibility of widening differences in income levels. His analysis of the 
“* backwash ”’ effects undoubtedly points to a real problem. It is certainly 
possible to find pockets of stagnation even in a vigorously developing 
economy. Capital and skills can be sucked out of these pockets, leaving 
those people who remain in them progressively worse off in relation to the 
rest of the country. No doubt it is quite possible for this to happen inter- 
nationally. But it isa good deal more difficult to understand why as a general 
rule ‘‘ backwash ” effects should prevail over “‘ spread ” effects in the relation- 
ships between the rich group and the poor group. It is tempting to add that 
history does not look like this, but Dr. Myrdal has provided himself with an 
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escape because his pessimistic conclusion is meant to apply only where 
everything is left to free market forces. 

The question thus becomes why should free market forces inevitably 
worsen international income differences. After all, Dr. Myrdal notes a 
number of forces which may check the advance of the rich ; and it requires 
no great feat of the imagination to add to his list. He also observes that as a 
country becomes wealthier the “spread ”’ effects within it automatically 
gain in strength relatively to the “‘ backwash”. One wonders, therefore, 
whether something similar might not happen internationally as the world 
becomes richer. Admittedly some of the “‘ spread ” effects may be impeded 
by the fact that, for example, the communication of ideas and the spread of 
higher levels of education may be more difficult internationally than nation- 
ally. But one would have thought that international barriers to movement 
would have similarly impeded some of the *‘ backwash” effects and lessened 
their impact. Moreover, as the world economy progresses some changes 
do certainly help the less-fayoured countries. For instance, even a general 
fall in transport costs is likely to assist those at the periphery more than those 
at the centre. 

How then can we be so certain that the “‘ backwash ” effects will prevail 
internationally ? Myrdal seems to find the answer particularly in the 
“* great poverty and weak spread effects within the under-developed countries 
themselves” (p. 55). He is certainly on to something here. International 
trade does not seem in many under-developed countries to have been as 
powerful an agent of growth as might have been expected. The reason 
appears to lie in various social and economic aspects of the domestic scene 
in under-developed countries which limit the multiplier effects of an expan- 
sion of exports. There is, therefore, something to be said for Dr. Myrdal’s 
conclusions, but subject to two qualifications. In the first place, this argu- 
ment merely demonstrates that international trade might have given under- 
developed countries an even bigger stimulus than it has done. It does not 
show that it has caused impoverishment and stagnation. 

The second qualification relates to Dr. Myrdal’s emphasis that all this 
results from the free play of market forces. He specifically argues that 
weak “‘ spread ”’ effects within under-developed countries are the outcome of 
market forces. ‘‘ That there is a tendency inherent in the free play of 
market forces to create regional inequalities, and that this tendency becomes 
the more dominant the poorer a country is, are two of the most important 
laws of economic under-development and development under Jaissez- faire ” 
(p. 34). Surely it is playing a little fast and loose with words to equate the 
existing play of market forces in many under-developed countries with a 
free play. What sort of market forces are at work where, for example, 
up to a quarter or more of national product may come from subsistence 
production, or where the transfer of land is subject to a variety of rules and 
obligations, customary and otherwise? We can agree with Dr. Myrdal 
that there is a big role for the state in under-developed countries; but one 
of its primary functions should surely be to provide a milieu within which 
market forces can work more freely and effectively than at present. Perhaps 
this is all that Dr. Myrdal meant; but I question whether readers will find 
his argument driving them inexorably to that conclusion. 

In the same way he has a point when he argues that conclusions based on 
static equilibrium analysis can be misleading. But again he is guilty of 
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exaggeration. Few would suspect from his discussion that the factor- 
price equalization theory has been heavily criticized and is now regarded 
almost as a curiosum. Moreover, no one would readily appreciate from 
Dr. Myrdal’s analysis that the theory in any case deals with the equality of 
the prices of identical factors and not with the equality of average incomes 
between populations with widely different factor endowments. 

All this is a pity, for the fact that Dr. Myrdal’s exposition is at times 
somewhat loose should not blind us to the fact that he has raised some im- 
portant problems. In addition, he has many pertinent things to say outside 
the strictly economic field. His discussion of the forces of nationalism 
in under-developed countries is relevant to contemporary problems, and in 
particular his reminder that “‘ while any person’s actual possibilities of doing 
good were always severely limited, everyone’s opportunity to do harm was 
always immense. On this principle the dissatisfied members of the world 
community have available blackmailing powers which they will increasingly 
learn to use to their own advantage...” (p. 74). A. D. Knox, 


Readings in Industrial Organisation and Public Policy. Edited by RICHARD 
B. HEFLEBLOWER and GEORGE W. STOCKING. Richard D. Irwin Inc., 
Homewood, Illinois, for the American Economic Association. 1958, 
xi+ 426pp. $6. 

Business Organisation and Public Policy: A Book of Readings. Edited by 
Harvey J. LevIN. Rinehart & Company Inc., New York. 1958, 
xxi+ 550 pp. $7. 


As the American Economic Association’s Readings swell to take a shelf 
of their own it is becoming clear that we shall soon need a new series of 
readings of readings. The present collection of articles, the eighth, does not 
bring this day much closer, however, as to a large extent it replaces Volume I 
on the social control of industry. The articles are arranged in five sections. 
The first, on the structure of industries and markets, comprises three articles 
including M. A. Adelman’s classic critique of measures of industrial con- 
centration. Section two contains four case studies in industrial structure 
and behaviour: one on the ‘ workability ” of competition in the U.S. 
rayon industry, and three on the consequences of anti-trust cases. Section 
Three is concerned with business practices and market behaviour: Carl 
Kaysen on basing point pricing, and two further articles on price leadership 
and policies of large-scale enterprise. The Fourth section, on industrial 
organisation and economic theory, is the longest. It contains eight well known 
articles, most of which criticise or develop parts of the theory of imperfect 
competition and its applications. The first article in this section, Armen 
A. Alchian’s ‘‘ Uncertainty, Evolution, and Economic Theory ”’, stands 
on its own as the one contribution towards a theory of industrial organisa- 
tion, as distinct from market organisation, to be found in the collection. 
It is a pity that R. H. Coase’s article on ‘‘ The Nature of the Firm” had 
already been included in Readings in Price Theory, and so could not appear 
alongside Alchian’s as the main exposition of the alternative approach to 
industrial organisation. Section Five is devoted to three broad surveys of 
public policy towards monopoly in the United States. It will be seen that 
the editors stick pretty closely to articles which cover both industrial organisa- 
tion and public policy. This policy orientation localises a good deal of the 
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interest to conditions in the United States; but most of the articles have 
implications for other countries, and British economists will once more be 
grateful to the American Economic Association for bringing these important 
contributions together in such a convenient form. 

Professor Levin’s book of readings covers a wider field, including policy 
towards agriculture, distribution, conservation, national security, public 
utilities and nationalised industries in addition to the topics in the A.E.A. 
volume. Levin achieves this greater coverage by presenting excerpts rather 
than complete articles. The snippet technique is often unsatisfactory; but 
not in this case. Levin has a keen eye for the important points, and he does 
not wield his scissors too ruthlessly. There is the additional advantage 
that excerpts from books can be included. This is only done in a few well 
chosen. cases, for example, George J. Stigler on industrial organisation and 
economic progress and Basil S. Yamey on resale price maintenance. Levin 
has written helpful introductions to each section of his readings. These 
survey the development of thought in the various fields, and undergraduates 
will probably find that the Levin Readings are the best to begin with. They 
will be led on from these to read the full articles in the A.E.A. 
collection. 


HARRY TOWNSEND. 


Business Budgets and Accounts. By HAROLD C. Epgy. Hutchinson & Co. 
(Publishers) Ltd. 1959. 174 pp. 18s. 


The purpose of this book, says the author in his preface, is “‘ to show the 
relevance of accounting methods to the economic and administrative prob- 
lems of business, and, in so doing, to demonstrate the general nature of 
some of these ’’, and it is also intended to provide the economist with “‘ an 
aid in the study of the practice of the firm that is lacking in more general 
theoretical formulations ”. These are very well worth while objectives. 

The book has relatively little to offer the student who needs a thorough 
drilling in the techniques of accounting and budgeting, but it is not written 
for that kind of student. For those who are seeking a more general under- 
standing of the internal financial mechanism of a business it has much to 
commend it. It is refreshingly free from the formalism that besets so many 
accounting texts. It is over-burdened neither with details nor with jargon. 
In its unusual attempt to combine a description of business budgets with 
an introduction to double-entry bookkeeping it breaks new ground, for 
books on budgeting have usually been written for those already well grounded 
in double entry. And not content with this, Edey throws in standard costing 
as well, for good measure. 

It would have taken a much bigger book to cover all this ground in any 
detail. It is the introduction to double entry which suffers most from the 
need for brevity. Whether it was pressure on space or his considered judgment 
which led the author to try to explain debit and credit entirely in words, 
without any illustrative accounts or figures, I do not know. Like explanations 
of price theory which dispense with curves, the result will be understood by 
those who know the answers already but may puzzle those who most need 
help. The same may be true of the introduction to standard costing in 
Chapter V, and although the illustrations which follow in the next chapter 
help to put this right, some puzzlement to the beginner may result. 
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There is probably no better way of presenting a synoptic view of the 
financial operations of a business than by showing how, starting with a 
certain structure of assets and liabilities, the firm embodies its operating 
plans in a series of budgets covering sales revenue, production and administra- 
tion costs and the resultant net revenue, finally coming up with a new 
structure of assets and liabilities at the end of the planning period. The 
book gives a clear account of this process, by means of a set of figures 
depicting a year’s transactions for a typical small manufacturing business. 
There are one or two points where the illustrative tables suggest a causal 
order between such quantities as purchases, materials consumption and 
inventories which is somewhat at variance with the explanations given in 
the text. But this is a small point, which does not seriously mar the clarity 
of the exposition. 

More important, from a pedagogic point of view, is an unhappy failure, 
at the end of the book, to tie up neatly the relation between profits and 
cash flows. To a student of accounting or business administration, this 
can come as quite a revelation. But in order that it should do so, it is essential 
that the cash budget should show, as a source of cash, the same net trading 
profit as was arrived at in the profit and loss account. The demonstration 
can then proceed thus: 

Net trading profit + depreciation + non-trading revenue — non- 
trading outlays -+ inventory changes -+- changes in debtors and 
creditors — capital outlays + capital receipts = change in cash balance. 

To start the cash budget, not with the trading profit, but with the cash 
surplus on revenue account (i.e., the excess of revenue receipts over revenue 
outlays), as Edey does in his final chapter, is perhaps no less in accord with 
business practice, but it leaves one feeling that just when the conjurer’s 
glass of water ought to have changed colour, it remained, emphatically, 
water. This is not to deny that there are several passages in the book in 
which the relationship between profits and cash flows is discussed and 
explained. It is the final demonstration of this relationship that is open to 
the criticism that it lacks punch. 

This is perhaps more a matter of presentation than of substance. There 


is nothing one can seriously quarrel with in the book. 
DAvip SOLOMONS. 


The Labor Force under Changing Income and Employment. By CLARENCE 
D. Lona. Princeton University Press. Oxford University Press. 1959. 
xxiv + 440 pp. 80s. 

Everyday experience suggests plenty of generalisations about the shaping 
of the labour force, but they may be contradictory—higher incomes put 
families under less pressure to send their womenfolk out to work; by bring- 
ing more labour-saving devices into the home they release women for work 
outside it; and so on. What forces have actually prevailed we cannot hope 
to tell without much patient analysis of the evidence. This Professor Long 
has carried out, mainly for the United States, where the evidence is fullest, 
but with extensive comparative study also of Britain, Canada, Germany 
and New Zealand. 

His work is exemplary in its thoroughness. To some of the questions he 
puts, the evidence proves to yield no clear answer, but the answers it does 
yield give his conclusions great interest. 
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He finds, for instance, that the participation rate—the proportion of 
those of an age to work who actually do work for gain—is very generally 
lower where incomes are higher. The main reason for this is that a smaller 
proportion of women go out to work from the better-off households. Yet 
the general rise in real income in the present century has been accompanied 
by a substantial rise in the women’s participation rate: this Professor Long 
attributes to the reduction in the size of families, the advance of ‘‘ technology 
for the home ”’, the extension of openings for women especially in clerical 
work, the increased education of women fitting them for such work, and the 
shorter working week making it more practicable to sustain a double duty. 
But at the same time the men’s participation rate has been falling, in all five 
countries, mainly because more youths stay at school and college, and 
fewer older men remain at work—in Britain it is thought that part of the 
growth of the labour force in the past ten years has been contributed by men 
postponing retirement, but if that is so, it is against the longer run trend: 
Professor Long’s Table A—9 shows that in 1911 and 1921 more than half 
the men of 65 and older in Britain were in the labour force, but in 1951 less 
than a third. He finds a probable cause of such changes, which have been 
widespread, in employers preferring younger workers, especially women, 
because they were better educated. Thus in the United States censuses of 
1940 and 1950, “ years of schooling seemed far more important than age 
in determining participation. A great decline occurred between 1910 and 
1950 in the number of years of school completed by elderly men relative to 
the number completed by women 20-24 or 25-44”. Professor Long 
suggests other ways in which the opposite movements of the participation 
rates of men and women may have strengthened one another. This may be 
part of the answer to the question posed by another of his findings: ‘‘ The 
fact that the over-all participation rate was stable in each of the five countries 
and in rural and urban areas of the United States, despite great internal 
changes, raised the question whether the stability has been due to some 
systematic tendency for the internal changes to offset each other”. A 
connected question which he explores is how far changes in the supply of 
and demand for labour stimulate one another: on the most general issue, 
he finds that the size of the aggregate labour force has varied very little in 
response to changes in employment. 

These instances may serve to indicate the breadth and importance of his 
inquiries. 

E. H. PHELPS BRowN. 


Bread and Circuses. By GEORGE SCHWARTZ. The Sunday Times. 
1959, 220pp. 12s. 6d. 


This book is a selection from the author’s weekly contributions to the 
Sunday Times in the years 1945 to 1958. It provides a very acceptable sample 
of the work of an economic journalist who is sui generis, in a class by himself. 
In presenting the simple propositions of the classical economics in modern 
garb so as to make them look fresh and convincing, George Schwartz has 
no equal. He is master of the use of topical allusion and apt illustration 
and contemporary idiom. He believes fervently in the price system and 
competition and the rate of interest—the nineteenth century concepts which 
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are nowadays so often assailed and derided but are not on that account 
automatically rendered invalid. Schwartz has his fads and his conceits 
but behind them and behind his wit and flippancy he always has his feet 
planted firmly on sound economic ground. An example or two will 
illustrate. 

The very first piece in the collection, dated 11 November, 1945, is on the 
subject of the rate of interest. It begins with these words: ‘‘ The cheap 
money policy born of the depression is now being applied to conditions in 
which it can be argued it is quite inappropriate ’’, and goes on to contend 
that cheap money could only be maintained at the cost of continuing controls 
and artificial repression of inflation. No one would deny this\today but in 
November 1945 very few people had grasped, really grasped, this funda- 
mental truth. 

When Bertrand Russell assails competition as a “ fetish” inherited from 
‘* our savage ancestors who knocked each other about with clubs ’’, Schwartz 
knocks him out with a verbal shaft: ‘“‘ You are a Fellow of Trinity. How 
did you get there except through competition ?” 

And in context very familiar to us today, namely wage “ differentials ”’, 
he argues cogently that the extra pay commonly earned by “ skilled ”’ or 
“trained ” workers is not a reward for skill or training but merely the price 
of their relative scarcity. Why, asks Schwartz, does the fat lady at the fair 
earn £25 a week ? Not, he affirms, because of her bulk, but because of her 
scarcity. 

Long may he go on regaling us with his unique blend of entertainment 
and commonsense economics ! 

OscAR Hopson. 


Commercial Crisis and Change in England, 1600-1642. By B. E, Supp.e. 
Cambridge University Press. 1959. xii + 296 pp. 42s. 


Dr. Supple has set out to describe in great detail, drawing on a wide 
range of contemporary sources, the fluctuations in the English export trade 
between 1600 and 1642 and their impact on various branches of the textile 
industry. He opens with a long and closely written narrative which supersedes 
much of the account of the period given in W. R. Scott’s great work, and 
even finds new things to say of the Cockayne project (in particular, revealing 
how shortage of capital continually handicapped its sponsors). One may 
perhaps enquire why, in Supple’s view, a decline in exports of 24-6 per cent. 
between 1606 and 1610 was “no catastrophic fall’? while a decline of 
25-1 per cent. between 1618 and 1622 produced “‘ dislocation ”’, “‘ gloom ”’, 
** depression ”’ and ‘‘ paralysis ” which constitute the central theme of much 
of the later argument. 

The great virtue of the book, however, lies in its determined attempt to 
analyse the reasons for the fluctuations and the reactions of publicists and 
government officials. The principal explanation of the great crisis of the 
early twenties—the devaluation of East European currencies—is already 
familiar from Supple’s article in the Economic History Review (Second 
Series, X, 1957); the discussion is here broadened into a general survey of 
monetary instability over the whole period. The shadow of the great debase- 
ment of 1546-52 still hung over England, and prevented revaluation of 
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silver. A low price for silver and an adverse trade balance could easily 
produce a disastrous silver outflow (automatic regulators reacting only 
with the greatest sluggishness) and provoke ineffective government attempts 
to control bullion movements. ‘“‘ These piecemeal efforts came directly 
from an only too rational fear of deflation rather than from a self-defeating 
appetite for a specious form of wealth”. This same panic reaction to 
immediately pressing troubles was responsible for much government inter- 
vention in economic affairs—‘ policy and intermittent trade crisis are 
historically inseparable ’’. While it may be thought that such a conclusion 
has an excessively high likelihood of emerging from a book devoted to 
intermittent trade crisis, it is in line with much modern opinion and is well 
supported by the evidence. There is one significant exception which the 
writer has deliberately omitted from his discussions of government policy. 
Government was not simply harried officials seeking to remedy economic 
ills as they appeared; it was also the king and his irresponsible hangers-on. 
Pressure groups secured not only legislation on wool middlemen, the quality 
of cloth and the rate of interest; they produced also royal backing for 
the Cockayne project which wrecked our European, and the Courteen 
Association which wrecked our Asiatic trade, as well as the countless mono- 
polies which battened on producer and consumer at home. Mr. Supple 
emphasises the ineffectiveness of most government action; but these things 
did produce major disturbances and distortions, and to disregard them 
is to present a quite false view of early Stuart government’s influence in 
economic affairs. 

A book which offers so much must necessarily arouse some disagreement ; 
it stands, however, as the most valuable work on seventeenth century 
economic history which has appeared for some years. 

RALPH DAVIS. 


Fluctuations in Trade, Industry, and Finance: A Study of British Economic 
Development 1850-1860. By J. R. T. HuGues. Clarendon Press, 
Oxford. 1960. xviii + 344 pp. 45s. 


The title of this book rouses apprehension. Since neither 1850 nor 1860 
marked any decisive turn in economic activity the choice of them as limiting 
dates for a survey of fluctuations suggests an insensitivity to the logic of the 
subject. One fears that this will be just another chronicle illustrated with 
saw-tooth charts. Fortunately, Professor Hughes has something better to 
offer, though he is handicapped by the taste for round numbers which 
appears to have determined the time-span of his study. Occasionally he 
strays before or after, but the occasions are too few. He is not among 
those who treat the business cycle as a mere succession of uncountable 
minutiz, somehow breaking into waves. Nor does he see it as a kind of god 
from the machine, an autonomous rather than a determined factor in 
economic affairs. He treats it rather as something integrally linked with the 
more fundamental processes out of which long-term growth is generated, 
and in this way he ensures that his study will transcend the triviality in which 
works of this kind can so easily be trapped. 

At the risk of some distortion, his general line of argument can be baldly 
summarized. Economic activity throughout the 1850’s was greatly influenced 
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impedes transfer from agricultural to non-agricultural use. It is supported 
by a very general presumption that agricultural use has a superior virtue 
making it necessary for any change from such use to be specifically justified. 
Dr. Wibberley examines that presumption in relation to the large variety 
of alternative uses included under ‘‘ urban growth’’, describes both the 
process and extent of change and suggests criteria which ought to be applied 
in deciding whether to permit changes. 

It is a great merit of his suggestions, and entirely proper in an economist, 
that he aims all the time to find criteria capable of measurement in place 
of simply qualitative value-judgments. He wants to look at the measurable 
merits of agriculture and he proposes a detailed formula of calculation of 
relative profit and loss in money terms for judging whether one piece of 
land or another should be used for, say, a new housing development. He 
adds also some very useful reminders that a high proportion of “‘ urbanised ” 
land remains unbuilt and that the natural produce of gardens and other 
urban open spaces has a quite significant value. His calculations contain 
perhaps some blemishes. He emphasises, for instance, the balance of pay- 
ments argument for the national value of food production in a way reminiscent 
rather of the thinking of 1950 than that of 1960. In examining the detailed 
effect on agriculture of loss of land to towns (Table 5, p. 63) he seems to 
fall into the trap of looking only at the current use of the land actually 
urbanised without considering secondary effects and adjustments. For 
example, the table shows that a very high proportion of the land and output 
lost is market-gardening; but that merely reflects the inevitable tendency for 
land just outside an urban area to be used for market-gardening. As the 
town spreads it is likely that another ring of land further out will in turn 
be used for the same purpose, so that as the ripples widen the loss to market- 
gardening will be negligible and the ultimate loss may be divided between 
arable and grazing many miles away. This comparatively minor point is 
emphasised because it brings out a constant defect in planning discussions 
to overlook indirect effects. 

One cannot help wondering, too, whether Dr. Wibberley has carried the 
application of the economic calculus far enough. His formula for assessing 
the relative values of land for different uses boils down to a calculation of 
the price it might fetch in the market, but he does not argue the question 
whether there remains a case for withdrawing the decision from the market or 
whether we might in fact do better with a freer market in land. 

Nor does he adequately bring out two vital aspects of the industrialisation 
of agriculture. The first is the modern interlocking of agriculture with the 
industrial complex—the dependence of agriculture on the transport network, 
on fertiliser and machinery production, etc. In terms of food production 
the acres occupied by the fertiliser factories of I.C.I. and Fisons or the 
tractor plant of Fergusons are far and away more productive than the 
richest lands in East Anglia. Without urban development there would 
have been neither the technique nor the equipment which has so greatly 
increased agricultural output in Britain. Secondly, a large proportion of 
British agriculture is itself an industrial operation ; its “ inputs ” of manu- 
factured or imported fertiliser, seeds, machinery and oil (in place of the 
horses through which it once produced all its own power !) are on the same 
scale as the imputs of raw material, machinery and power in the average 
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Modern agriculture, in fact, is not something different from and opposed 
to the industry, education and scientific research which are inextricably part 
of “urbanisation”; it is itself an integral part of that complex. Dr. 
Wibberley’s study will help to spread that concept of agriculture in place 
of the view of it as a sacred mission ; but there is a long way still to go. 

SYDNEY CAINE. 


Principles of Fisheries Development. By C. J. BOTTEMANNE. North-Holland 
Publishing Company, Amsterdam. 1959. xvi + 677 pp. 90s. 


That the economics of fishing has attracted many writers, most of them 
biologists and administrators, is made clear in the long bibliography of 
this large book. Dr. Bottemanne now undertakes both a review of the 
whole literature, with emphasis on economics and administration, and a 
distillation of his own extensive experience as head of a fisheries’ development 
board in Djakarta and as F.A.O. consultant. 

About half the book, then, consists of an industry study in which each 
of the geography, population theory, techniques, history, marketing and 
transportation and “‘ structure ”’ of fisheries is allocated a separate chapter. 
The common-property problem in fisheries’ management is also discussed. 
Throughout this section of the book the inquiring reader learns a great 
deal, for the author ably condenses much of the huge body of official informa- 
tion on types of vessel, the range of gear used by each type, the relationship 
of ship-and-gear combinations to types of shore facilities, and so on. He 
also succeeds in conveying much of the conservatism and pragmatism of 
the men in the industry, making these qualities ingredients of his account. 

It is not so certain that the book summarises adequately the recent litera- 
ture on the consequences of unrestricted fishing. On the one hand, it is 
not made clear that Scott Gordon and others have been deploring the waste 
resulting when labour and capital continue to enter a fishery until their 
marginal productivity may actually become negative. In concentrating on 
correcting the obiter dicta of these writers, the author neglects this social 
loss, and also fails to see that much of the weakness of the fishery, its tech- 
nical backwardness and its feat of regulation, all stem from this same source. 

On the other hand, he stresses too much the recent work on ‘‘ eumetric 
fishing”, a method of’maximising catch for each level of fishing intensity 
on a given area by adjustment of mesh-size. The method, however, is 
certainly not the solution to many problems, providing only a sort of local 
or technical maximum; as the author recognises, the fishing intensity is 
still to be determined, and limited. Further, there is a problem of invest- 
ment, for the catch must initially decline before eumetric fishing can build 
it up to its local maximum. Finally, the method is not applicable to many 
fisheries where for one reason or another mesh-size has little effect on sub- 
sequent fish growth (e.g., salmon, herring or halibut). 

A diagram, on page 634, conveys the important message that a change 
in returns or size of fleet will probably induce technical change. But would 
this not be better conveyed by shifting curves, rather than by tracing a 
series of points ? Further, is not the yield curve convex where it should be 
concave ? 

In the second half of the book, the author inquires into the conditions 
for the development of primitive or small fisheries. These pages are obscured 
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rather than illumined by an elaborate system of classifying ‘‘ leverage ”’ 
by its “ homogeneity ” or “‘ integrality ”, and development by its “‘ strategy ’’, 
“climate”, “ structure”’ and “‘ pattern”’. The examples and illustrations, 
oases in a desert of empty boxes, are very informative, but are often difficult 
to relate to their context. Here the author insists that developing a fishery 
depends on finding that single action which will provide the “ leverage ” 
to set growth in train, be it subsidy, experiment, port construction, or market 
widening. Variety in fisheries’ assistance, he argues, produces a diffused, 
ineffective result. Much is said about each of the types of leverage and 
experience with them in the past, not neglecting the importance of reconciling 
the fishermen and the owners to proposed changes. Throughout, it is insisted 
that the fisheries’ plan must be intimately consistent with that for the whole 
economy. The planner can avoid many errors in reading of the policies 
described here; for, as in the earlier chapters, the author has placed those 
interested in fishing in his debt for his industry and zeal in organising a 
body of knowledge that was previously chaotic. 
ANTHONY SCOTT, 


A History of Labour in Sheffield. By SIDNEY POLLARD. Liverpool University 
Press. 1959, xix + 372 pp. 35s. 


Sheffield and its industries have always been fortunate in their historians. 
Joseph Hunter, Robert E. Leader and G. I. H. Lloyd earned reputations 
extending far beyond the area they studied; but all three eminent writers 
must yield the palm of scholarship to the newcomer to their ranks, Dr. 
Sidney Pollard. Dr. Pollard writes with the authority of thorough research, 
and one does not need the masses of footnotes to be aware of the com- 
prehensive documentation lying behind each lucid and interesting paragraph. 
This is scholarship in the modern manner—statistical (index numbers 
rather than anecdotes to indicate changing standards of living) and special- 
ised, a history of the lives and livings of workpeople rather than of the 
economy of Sheffield as a whole; but it is scholarship of a very high 
standard. 

This history begins in the mid-nineteenth century and traces the changing 
fortunes of workers in Sheffield’s light trades, cutlery, hand-tools and 
silverware, and heavy industries, steel and engineering, up to the outbreak 
of the Second World War. There are four chronological sections. Part 
One presents a vivid picture of social and industrial conditions in Sheffield 
at mid-century, when the light trades reached their peak as purely handi- 
craft industries, and when the steel industry played the subsidiary role of 
supplying hand-forgers with shear and crucible steel. Part Two traces 
events to 1893, the golden jubilee of Sheffield’s incorporation. This is the 
period which saw the rise of the large-scale steel, armaments and engineering 
firms such as John Brown’s, Vickers, Cammell’s, Hadfield’s and Davey 
Brothers, and the beginning of mechanisation in the light trades. Part 
Three deals with the late-Victorian and Edwardian years, when the steel 
and engineering firms no longer had the impetus of secular expansion to 
lift them out of intermittent depressions, when trade unions were becoming 
militant, and when it had become clear that some ancient skills, such as 
hand-forging and file-cutting, were outmoded. By this time the heavy industries 
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had surpassed the light trades as the main employers in the city. Part Four 
describes conditions in the depressed inter-war years. Throughout the book 
local developments are unobtrusively related to changes in the country as 
a whole. 

In each of the sections the author devotes chapters to social conditions 
and to each of the two groups of industries. The chapters on social condi- 
tions are of special interest to anyone who knows Sheffield and Sheffielders ; 
but general students of economic history will find much that is instructive 
in these careful surveys of real incomes, health, housing, sanitation, educa- 
tion, religious observance, leisure pursuits, and working-class political 
attitudes and activities. These chapters are perhaps a bit reminiscent of 
blue books. One wonders what sort of human picture the outsider will 
build up from mortality rates, public houses per head, midden pits per square 
mile and so on; but the handling of the measurable aspects of society is 
masterly. 

The industrial chapters are also models of their kind. Here Dr. Pollard 
is helped by his subject, which provides a clearly defined sector of the 
economy containing two groups of industries with contrasting structures 
and lines of development. On the one hand, the small-scale, specialised, 
inter-trading firms of the light trades forced to adjust to changing techniques 
within a static total output, and, on the other, the firms in steel and engineer- 
ing which were obliged to build up with tremendous speed the factory 
organisations we associate with modern large-scale industry. The history 
of trade unions and the relation of their activities to changes in wages, 
hours and working conditions receive special attention. The comparisons 
made between wages in trades with effective and ineffective restrictions on 
entry are wholly convincing examples of the power that unions may wield; 
but at some points it seems that collective organisation is conceived as 
having an independent effect on wages which seems at variance with broadly 
similar movements of wages found in many of the city’s industries and 
trades despite markedly differing degrees of unionisation. 

There is an indication in the Preface, contributed by G. P. Jones, that 
Dr, Pollard was forced to compress his manuscript. This compression has 
not been at the expense of readability, and it presumably contributed to 
the ability of the Liverpool University Press to produce a handsome volume 
at a not unreasonable price. 

HARRY TOWNSEND. 


Portrait of a Modern Mixed Economy: New Zealand. By C. WESTSTRATE. 
New Zealand University Press. Cambridge University Press. 1959. 
310 pp. 22s. 6d. 


As explained in the preface, the use of the word “ portrait ” in the title 
of this book indicates the author’s attempt to combine “‘ description and 
analysis... not only (to) show its subject’s appearance but (to give )also 
an insight in(to) its character.” It is emphasised, too, that “it is a work 
of personal selection with which others may not agree.” But it is not with 
this element of personal selection that the reviewer wishes to find fault. 
What worries him is whether a portrait (in the author’s sense) really does 
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emerge. This is undoubtedly a serious attempt to try a new approach, 
but the result has not been wholly fortunate. 

In this study of the New Zealand economy, Professor Weststrate, who form- 
erly taught economics in the University of Leyden, has the advantage of 
being an “ outsider’’ and capable therefore of taking an objective view. 
He has also brought to this work the approach of what in Europe is called 
the “‘ scientific man”’, What, then, has gone wrong? In part, it is a quest- 
ion of the author’s style, which does not make for easy reading. Nor does 
his predilection for the persistent definition and cataloguing of terms, to 
which must be added the exasperation of the all too numerous misprints. 
Again, there are the apparent inconsistencies. Thus, at p. 36, we read: 
“* The processing of milk into butter and cheese is almost entirely in the hands 
of a large number of co-operative dairy companies.” On p. 37, we are 
informed that the relative importance of co-operation in New Zealand is 
**,.small ; the contribution made by the co-operative enterprise to the 
national product (income) is less than 1 per cent.’ It depends on how you 
measure it, certainly, but this kind of statement does not appear to be consis- 
tent with the information to be derived from p. 261 (n), which indicates that 
butter alone accounts for nearly 25 per cent. of the country’s export earnings, 
with exports of cheese bringing the total contribution of the dairying industry 
up to about 30 per cent. 

Yet there is something much more fundamentally wrong with this book 
than questions of style or inconsistencies. It is not uncommon to criticise 
an author because he fails to see the wood for the trees, but this is a fair 
criticism of this book. What we miss are the broad, bold brushstrokes 
that would haye given us something of the portrait that was promised 
(only the one-page Epilogue really attempts to do this and that is perhaps 
painting a little too broadly). In addition, the book falls between two 
stools. There is the flood of detail swamping the analysis and inter- 
pretation that might have provided an insight into the character of the 
New Zealand economy; for example, the chapters on the Welfare State, 
Industrial Peace, and Agrarian Incomes are almost as tightly packed with 
facts asa Year Book. Yet when one attempts to judge the content of the book 
on the basis of the detail itself, one sometimes wonders whether the “‘ potting ”” 
has always been done by a reliable hand. To mention one matter with which 
the reviewer has some acquaintance. At pp. 194-5, the author says that 
“an increase in the reserve ratios does not oblige the banks to reduce their 
lendings ; they may borrow from the Reserve Bank to maintain or even 
to increase their cash’’. There is no mention of the fact that by charging 
penalty rates the Reserve Bank may bring pressure to bear on trading bank 
profits. Moreover, only as an afterthought does he admit that discount 
rate may go to an “ unconventionally high level”’ (as happened in 1955, 
when it was raised to 7 per cent.), and that this is a technique that has come 
to be employed more or less regularly (the latter omission may be due to the 
fact that a book completed early in 1956 was not published until 1959), 

Singly, the items mentioned may not be very grievous faults, but the 
cumulative effect of these several weaknesses makes it difficult to accept 
the assurance on the dust cover that this book will add distinction to the 


author’s name. 
J. S. G. WILSON, 
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Agricultural Marketing Policies. By G. R. ALLEN. Basil Blackwell. 1959. 
xl + 336 pp. 42s. 


Mr. Allen brings together in this book a series of studies on different 
aspects of the marketing system, covering such subjects as cyclical fluctuations 
of production, the behaviour of distributive margins, the economics of 
fruit and vegetable distribution and the problems of fatstock marketing in 
relation especially to the sizes of slaughterhouses. To these he has added 
an introduction, a chapter devoted to general principles of policy, a dis- 
cussion of retail milk distribution, and a concluding chapter dealing with the 
statutory marketing schemes now operating in Great Britain. 

Mr. Allen is critical alike of the imperfections of the marketing system 
itself and of the efforts of governments to improve it. ‘““ Cobweb ”’ fluctua- 
tions and the uncertainties associated with them add, he thinks, to costs of 
production and delay technical progress, but output control imposed by a 
marketing authority is not usually desirable in order to prevent them. He 
makes an exception to this judgement in the case of potatoes and carrots, but 
prefers to rely for the defeat of the pig-cycle on the system of price guarantees. 
He grants the desirability of public intervention in order to overcome res- 
traints on competition or to counter the effects of oligopoly in exceptional 
situations such as those of retail milk distribution. He criticises the Runci- 
man Committee on Horticultural Marketing for not favouring subsidies 
to growers’ co-operatives and for failing to recommend the creation of more 
additional markets, presenting a statistical argument based on the Census 
of Distribution to show that the London markets conduct a larger volume 
of business than is justified by the population dependent on them. 

The Wool Marketing Board earns his approval for the apparent success 
of its efforts to reduce marketing costs, and the Tomato and Cucumber 
Board, though criticised for its advertising policy, is praised for its efforts 
to improve distribution and to provide a market intelligence service. But the 
Milk Marketing Board, popularly regarded as the most successful of them all, 
Mr. Allen would apparently like to see deprived of its monopoly and turned 
into a negotiating agency for producers, providing an element of competition 
and “ countervailing power ”’ in a restored free market in which the incomes 
of farmers in need of assistance would be directly supported by the Govern- 
ment. These proposals receive less elaboration than they deserve. 

Mr. Allen is rather sketchy in his treatment of some aspects of his subject. 
He says little or nothing, for instance, on the constitution and powers of 
statutory marketing authorities, and his account of the schemes whose 
operation he criticises is too brief and uncircumstantial to give the reader a 
full understanding of the questions at issue. But on matters to which he 
gives detailed discussion, particularly those which have attracted his atten- 
tion as an investigator, he has a great deal that is original or interesting to 
say and his book is a valuable addition to the not too extensive literature on a 
subject whose importance by no means diminishes with the passage of 
time. 

E. F, NASH. 
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SHORTER NOTICES 


British Industries and their Organization. By G.C. ALLEN. Fourth Edition. 
Longmans, Green & Co. Ltd. 1959. xi + 332 pp. 25s. 


The Structure of Competitive Industry. By E. A. G. ROBINSON. Revised 
and reset. James Nisbet and Co. Ltd. Cambridge University Press. 
1958. xii + 156 pp. 8s. 6d. 


These two familiar books need no introduction or description. The fact 
that, since their original publication in the early 1930’s, the first appears in a 
fourth edition and the second in a third revision, confirms that they are well 
known to economists and students. Professor Allen has largely re-written 
his book, by shifting the centre of interest ‘‘ to the conditions and organiza- 
tion of British industry in the late nineteen-fifties ”. The basic ‘‘ historical 
method of treatment ” has been retained, and after two general introductory 
chapters there are detailed chapters on ten industries. Professor Robinson 
has also made several changes in his book. The chapter on the limits on 
the size of the most efficient firm focuses more attention on the dangers of 
inflexibility and ossification and relatively less on “‘ static”? diseconomies 
of scale. More attention is also given to the diversified firm. 


Theory and Policy of Accounting Prices. By A. Qayyum. North-Holland 
Publishing Company, Amsterdam. 1960. xi + 123 pp. 26s. 6d. 


The purpose of this book is to propose “‘ a consistent and uniform policy ”’ 
for underdeveloped countries. The government is to calculate marginal 
productivities of factors and impose them on industry by suitable subsidy 
and taxation. Since the author suggests that a cause of “structural dis- 
equilibrium ” is that producers do not respond optimally to the existing 
factor prices, it is not clear why he supposes that their adjustment to the 
corrected ones should be any more accurate. 

The analysis is conducted primarily in terms of a Cobb-Douglas produc- 
tion function, but the government is apparently to calculate factor prices 
by linear programming. It should be realized that the gulf between deriving 
‘* marginal accounting prices ”’ for a two-factor, two-commodity model and 
obtaining them for “capital” and “labour” in a national economy is 
greater than the mere inadequacy of available data. His own suggested 
model (p. 55) is incorrect. Fortunately his numerical example does not fit 
the model although it purports to. 


Metropolitan Chicago: An Economic Analysis. By Ezra SOLOMON and 
ZaRKO G. BitByA. The Free Press, Glencoe, Illinois. | 1959. 
xix + 208 pp. $7.50. 


The authors compute and present estimates for the Chicago Metropolitan 
Area of population, labour force, employment, output, income and expen- 
diture which are directly comparable with figures for the U.S. as a whole. 
They then use such comparisons to study trends and prospects in Chicago. 
Work of this kind demands great ingenuity and though the results may 
interest few people outside Chicago the sources and methods used will 
provide a valuable pattern for similar studies elsewhere. The exposition is 
clear and workmanlike and the chapters on Chicago’s economic base and on 
factors affecting future growth are models of their kind. 
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A Chinese Village in Early Communist Transition. By C. K. YANG. The 
Technology Press, Massachusetts Institute of Technology. Distributed 
by Harvard and Oxford University Presses. 1959. xii + 384 pp. 52s. 


Professor Yang’s field study of a village near Canton began a year before 
the coming of the Communists and ended two years later. All his records 
were left behind in China, but he has managed to give us an interesting and 
useful account from memory. Economic facts abound in the description 
of the village in pre-Communist days, while the economic effects of Com- 
munist policy are traced out in some detail. The first-hand account of the 
initial impact of Communist control is a valuable addition to our knowledge 
of contemporary China. The last part of the book tries to take the story 
on a few years by calling on published sources; it is the least rewarding 
part of the study. 


Urban Real Estate Research. By DaAvip T. RowLANDs. Research Mono- 
graph 1. Urban Land Institute, Washington, D.C. 1959. 94 pp. $4. 
Using questionnaires and interviews upon an extensive scale the author 
has made an inventory of research in the field of urban land economics in the 
U.S.A. in the post-war period. The result is a classified bibliography of 
(mainly) published material containing 480 items, each briefly described. 
The main headings include Finance, Housing, Industry, Land Planning, Real 
Estate Market, Shopping Centres, Taxation and Textbooks. This bibliography 
is preceded by an essay which surveys the research done and work in progress 
and discusses areas in which further work is needed. Professor Rowlands 
has performed an extremely useful service and the proposal of the Urban Land 
Institute to keep the survey current on a yearly basis is most welcome. 


Structure of Production, Imports and Employment. (In Norwegian.) By 
THORE THONSTAD. Samfunnsgkonomiske Studier No. 8.  Statistisk 
Sentralbyra, Oslo. 1959. 129 pp. Kr. 5.50. 


Using the input-output approach the author of this study examines the 
relationship between production, employment and imports. There is both a 
theoretical and statistical analysis revolving round the major point that the 
volume of imports depends on the composition of output as well as on its 
aggregate level. The statistics are all derived from the Norwegian national 
accounts and input-output tables for 1948 and 1950. Some of the compu- 
tations include income effects upon consumption, such as the examination 
of the effect on imports of increased investment in nine different sectors. 
This quantitative approach to these problems is extremely useful. 


Little Business in the American Economy. By JosepH D. PuiLures. Illinois 
Studies in the Social Sciences, Vol. 42.. The University of Illinois 
Press, Urbana. 1958. viii + 135 pp. $2.50. 


The criterion of little business used in this study is that of few employees, 
four or less, so that the entrepreneur is engaged almost exclusively in the 
actual work of the business and hardly at all in administration. After 
presenting a statistical picture of the place of little business in the American 
economy the author emphasizes the limited nature of its independence and 
analyses the factors which affect its prosperity. He concludes that small firms 
are in a weak position and expects them to decline in importance. His 
appraisal of public policy directed towards support of little business is that so 
far it has had a very limited success and, in view of the strong economic forces 
working against little business, there is little prospect of stemming the decline, 
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